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PETROLEUM  INVESTIGATION 


MONDAY,   DECEMBER   11,    1939 

House  of  Representatives, 
Subcommittee  of  the  Committej:i  on 

Interstate  and  Foreign  Commerce, 

New  Orleans^  La. 

The  subcommittee  met,  pursuant  to  adjournment,  in  the  Roosevelt 
Hotel,  New  Orleans,  La.,  at  10  a.  m.,  Hon.  William  P.  Cole,  Jr., 
presiding. 

Mr.  Cole.  The  connnittee  Avill  please  be  in  order. 

In  opening  the  hearings  in  Xew  Orleans  this  morning  it  is  possibly 
advisalDle  to  give  a  brief  resume  of  the  past  activities  of  this  com- 
mittee and  to  state  briefly  the  reasons  for  our  appearance  here  at 
this  time. 

In  1984  in  response  to  a  resolution  in  the  United  States  House  of 
Representatives  directing  this  investigation  of  the  petroleum  in- 
dustry, a  subcommittee  was  appointed,  of  wliich  I  had  the  honor 
of  being  chairman.  With  the  exception  of  Mr.  Pearson,  of  Tennessee, 
wlio  now  serves  in  the  place  of  former  Representative  Pettengill,  of 
Indiana,  since  retired  from  tlie  House,  the  same  gentleman — Mr. 
Kelly,  of  Illinois;  Mr.  Pearson,  of  Tennessee,  whom  I  have  men- 
tioned; Mr.  Mapes,  of  Michigan;  Mr.  Wolverton  of  New  Jersey,  and 
myself — who  served  originally,  constitute  the  present  committee. 

Dui-ing  the  investigation  of  1934  the  States  of  Oklahoma,  Texas, 
and  California  were  visited.  Hearings  in  each  of  those  States  were 
held  by  the  committee  and  a  report  from  the  committee  was  sub- 
mitted to  the  Congress  in  January  1935,  which  is  a  matter  of  public 
lecord. 

It  is  a  matter  of  connnon  knowledge  that  prior  to  the  introduction 
of  the  resolution  directing  the  investigation  in  1934  there  was  per- 
sistent demand  on  tlie  part  of  many  residents  of  the  major  oil- 
producing  States  for  the  enactment  of  the  then-pending  Thomas- 
Disney  bill,  which  bill  sought  to  vest  in  the  Federal  Government 
broad  powers  to  regulate  the  petroleum  industry  in  many  of  its 
activities.  In  lieu  of  the  favorable  consideration  of  this  measure,  the 
House  Committee  on  Interstate  and  Foreign  Commerce  recommended 
an  investigation.  A  resolutioji  calling  for  such  investigation  was 
introduced,  which  was  later  a]>i)roved. 

During  the  investigation  of  1934  our  committee  gave  considerable 
encouragement  to  tlie  formation  of  an  interstate  oil  compact  with  the 
idea  of  having  the  oil-])roducing  States  through  this  method  handle 
the  problems  involved  in  the  ])roceedings  now  before  us  without 
much  aid  from  the  Federal  Government. 
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We  werQ  privileged  to  attend  the  first  meeting  of  the  Governors 
of  the  oil-producing  States  held  at  Ponca  City,  Okla.,  in  December 
1934,  at  which  time  the  Governors  of  the  States  of  Texas,  Oklahoma, 
and  Kansas,  and  official  representatives  of  the  Governors  of  a  number 
of  tlie  other  producing  States  were  present. 

It  was  from  the  seed  planted  at  this  meeting  that  the  initial 
interstate  compact,  approved  by  Congress  in  1935,  developed. 

Since  1934,  after  the  committee  was  discharged  from  further  re- 
sponsibility under  the  resolution  referred  to,  we  have  been  serving 
as  a  subcommittee  of  the  House  Committee  on  Interstate  and  Foreign 
Commerce  for  the  purpose  of  considering  all  oil  legislation  referred 
to  the  main  committee. 

Since  the  proceedings  of  1934  to  date,  the  activities  of  the  com- 
mittee, presenting  various  reports  and  bills,  are  presented  chronolog- 
ically in  the  intitial  hearings  held  by  the  committee  during  the  week 
of  November  6,  1939.  I  will  not,  therefore,  at  this  time  review  any 
of  those  reports. 

On  July  22,  1939,  President  Roosevelt  addressed  a  letter  to  Hon. 
Clarence  F.  Lea,  chairman  of  the  Committee  on  Interstate  and  For- 
eign Commerce,  which  letter  is  also  found  in  the  hearings  of  Novem- 
ber 6.  This  letter  is  of  such  importance  for  the  purposes  of  this 
hearing,  that  I  repeat  it  at  this  point.     The  letter  reads : 

The  White  House,  Washiiigfon,  July  22,  1939. 
Hon.  Clarence  F.  Lea, 

Chairman,  Committee  on  Interstate  and  Foreign  Commerce, 

House  of  Representatives. 

My  Dear  Mr.  Chairman  :  On  February  15,  1931),  I  transmitted  to  the  Congress 
a  report  on  energy  resources  by  the  National  Resources  Committee,  wherein 
certain  recommendations  were  made  relative  to  oil  and  gas  problems  in  the 
United  States. 

I  believe  it  is  consistent  with  these  recommendations  to  invite  the  attention 
of  your  committee  to  the  desirability  of  the  early  enactment  of  legislation  which 
will  provide  a  coordinated  national  policy  in  oil  conservation.  To  my  mind, 
the  legislation  should  be  designed  to  prevent  avoidable  waste  in  the  production 
of  oil  and  gas  in  the  United  States. 

As  you  know,  despite  the  progress  which  has  been  made  toward  oil  conserva- 
tion under  State  law  and  regulation,  the  production  of  petroleum  is  attended 
by  waste.  In  view  of  the  vital  part  which  petroleum  plays  in  the  national 
defense,  as  well  as  its  importance  in  commerce  and  industry,  the  prevention  of 
waste  in  petroleum  production  should  be  the  subject  of  an  enactment  by  the 
Congress. 

I  appreciate  the  thoroughness  with  which  the  Committee  on  Interstate  and 
Foreign  Commerce  conducted  the  petroleum  investigation  in  1934  in  response 
to  H.  R.  441,  but  in  the  light  of  changes  that  have  taken  place.  I  believe  the 
committee  may  wish  to  study  developments  since  that  time  by  investigation 
and  hearings  prior  to  the  next  session  of  the  Congress.  To  this  end,  and  with 
a  view  to  the  enactment  of  suitable  legislation  in  the  next  session,  I  request 
that  the  petroleum-conservation  bill  which  I  today  discussed  with  you  and 
Representative  Cole  be  introduced  at  this  session. 
Sincerely  yours, 

Franklin  D.  Roosevelt. 

Immediately  upon  the  receipt  of  that  letter  a  resolution  directing 
further  investigation,  as  the  President  recommended,  was  introduced, 
and  simultaneously  H.  E.  7372,  also  referred  to  by  the  President,  was 
introduced.  This  is  the  bill  which  bears  the  name  of  the  present 
chairman  of  the  subcommittee. 

The  committee  is  glad  to  report  that  at  the  hearings  during  the 
week  of  November  6,  1939,  practically  all  of  the  work  by  the  technical 
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staff  of  the  committee  was  completed  and  filed  in  the  proceedings. 
These  reports  bring  up  to  date  that  part  of  volume  I  and  all  of  volume 
II  of  the  hearings  of  1934,  which  received  such  general  approval  at 
the  hands  of  all  interested  at  that  time. 

Following  introduction  of  the  technical  research  to  which  I  have 
referred,  the  position  of  the  Federal  Government,  supplementing  the 
attitude  of  President  Roosevelt,  as  expressed  in  the  letter  heretofore 
read,  was  presented.  That  presentation  included  statements  from 
the  War  Department,  the  Navy  Department,  the  National  Eesources 
Planning  Board,  and  the  Secretary  of  the  Interior,  Hon.  Harold  L. 
Ickes. 

The  committee  felt  that  while  the  investisration  and  all  testimonv 
pertaining  thereto  would  not  be  concluded  by  January  1  next,  before 
the  next  session  of  Congress  convened  the  oil-producing  States  should 
be  given  an  equal  opportunity  with  that  of  the  Federal  Government 
to  present  such  testimony  as  they  desired  for  a  record  which  would 
be  available  early  in  the  next  session  of  Congress.  With  this  in  view, 
the  suggestion  by  several  States  that  hearings  be  held  in  some  central 
point,  at  which  time  the  oil-producing  States  would  appear,  was 
accepted. 

After  numerous  exchanges  of  correspondence  between  all  con- 
cerned, it  was  agreed  that  New  Orleans  be  the  place.  The  committee 
is  glad  to  announce  that  since  the  announcement  of  this  session  of 
the  committee  in  New  Orleans  an  invitation  to  the  oil-producing  States 
to  appear  through  their  respective  Governors  or  regulatory  commis- 
sions has  been  most  heartily  responded  to,  which  assures  a  very  full 
and  interesting  hearing. 

The  provisions  of  the  resolution  which  authorize  this  committee  to 
function,  as  well  as  the  provisions  of  H.  R.  7372,  are  well  known  to 
all  who  have  signified  their  intention  of  appearing  before  this  com- 
mittee. The  committee  asks,  with  the  idea  of  conserving  time  and 
meeting  the  program  ahead  of  us,  that  the  time  allotted  to  various 
witnesses  be  followed  as  closely  as  possible  and  that  their  testimony  be 
directed  to  the  issues  before  the  committee.  The  testimony  today  will 
be  from  representatives  of  the  State  of  Texas  and  also  the  Interstate 
Oil  Compact  Commission,  speaking  through  its  chairman,  Col.  E.  O. 
Thompson. 

The  other  States  will  be  heard  by  the  committee  in  the  following 
order : 

Tuesday:  Mississippi,  Louisiana,  Arkansas,  Kansas,  New  Mexico, 
and  Michigan. 

Wednesday:  California  and  Oklahoma. 

Prior  to  our  arrival  in  New  Orleans  the  committee  visited  the  fol- 
lowing fields  in  the  State  of  Illinois : 

Loudon,  Noble,  Clay  City,  Salem,  and  Centralia. 

The  Governor  of  Illinois  has  addressed  an  important  communica- 
tion to  the  committee,  which  I  shall  read  and  insert  in  the  proceedings 
at  a  later  date. 

Tlie  testimony  taken  in  New  Orleans  will  not  be  available  until  the 
reporter  returns  to  Washington.  Immediately  upon  the  preparation 
of  the  transcript  of  these  proceedings  copy  of  the  testimony  for  the 
purpose  of  revision  will  be  forwarded  to  the  various  witnesses  with 
the  understanding  that  all  must  be  returned  in  revised  form  to  the 
committee  in  Washington  not  later  than  December  30.    If  such  revised 
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statements  are  not  rctni'ned  by  tliat  time,  tlie  i>i-:nte(l  record  will  be 
made  up  from  the  iini'e\ised  c()])y  of  [hv  transei'lj^  of  snch  witnesses' 
testimony. 

For  the  benefit  of  the  State  rej)resentatives  Mr.  Layton.  clerk  of  the 
committee,  and  Mr.  Perley,  leoislative  counsel  of  the  House,  at  this 
time  will  arrange  with  you  for  the  time  of  makin<>-  your  statements.  If 
you  want  to  rearranoe  the  aij^earances  tomorrow,  do  so  by  consulting 
with  Mr.  Perley.  and  I  am  sure  that  any  recjuest  alono;  that  line  can  be 
accommodated. 

While  in  Illinois  Friday  and  Saturday  the  connnittee  enjoyed  the 
pleasure  of  being  with  Representative  Martin,  Rein-esentative  at  Large 
from  that  great  State,  who  lives  at  the  city  of  Salem. 

In  the  room  today  the  connnittee  is  glad  to  recognize  the  presence  of 
Representative  Boren,  who,  wdiile  not  a  member  of  this  subcommittee, 
is  a  ver}'  useful  membei-  of  the  main  and  important  Committee  on 
Interstate  and  Foreign  Commerce  of  the  House. 

We  also  have  with  us  Representative  DeRouen,  of  Louisiana,  in 
whose  State  we  are  today;  and  we  are  delighted  to  have  both  of  these 
gentlemen  at  the  table  with  us. 

The  committee  will  now  hear  the  State  of  Texas,  in  such  order  as  the 
State  has  arranged.  We  are  prei)are(l  to  give  you  all  the  time  you 
want  today. 

Mr.  DoAVNiNG.  ]V[r.  Chairman,  I  will  say  that  the  State  of  Colorado 
would  like  to  be  put  down  on  the  list  of  tliose  Avho  Avould  like  to  be 
heard. 

Mr.  Cole.  Are  you  prepared  to  be  heard  today? 

Mr.  Downing.  At  any  time. 

Mr.  Cole.  We  Avill  be  vei-y  glad  to  hear  you,  sir,  and  there  is  a 
probability  that  you  will  be  heard  Wednesday  if  not  this  afternoon. 

STATEMENT  OF  ERNEST  0.  THOMPSON,  MEMBER  OF  RAILROAD 
COMMISSION  OF  TEXAS  AND  CHAIRMAN  OF  INTERSTATE  OIL 
COMPACT  COMMISSION 

Mr.  Thompson.  Mr.  Chairman  and  gentlemen  of  tlie  committee,  the 
State  of  Texas  is  represented  here  today  by  Conmiissioner  Jerry  Sad- 
ler and  myself.  Our  chairman  is  Hon.  Lon  A,  Smith,  who  intended 
to  come,  but  he  had  an  accident,  sprained  his  ankle,  and  asked  that 
his  kind  regards  be  given  to  the  committee  and  his  excuse  made.  He 
has,  however,  joined  with  me  in  this  statement,  so  the  statement  you 
liave  before  you  is  the  combined  statement  of  Chairman  Lon  A.  Smith 
and  myself.  Mr.  Sadler  will  a])pear  right  after  me,  so  you  will  hear 
from  the  entire  commission. 

May  I  proceed  at  this  time? 

Mr.  WoLVERTON.  Mr.  Chairman,  nuxy  I  inquire  from  Colonel 
Thompson  wliether  the  statement  he  is  about  to  present  to  the  com- 
mittee re])resents  the  views  of  the  Railroad  Commission  of  Texas  and 
also  the  Interstate  Oil  Compact  Commission? 

Mr.  Thompson.  Mr.  Chairman  and  Mr.  Wolverton,  the  statement 
that  I  am  going  to  make,  as  I  have  just  stated,  represents  the  views 
of  our  commission,  Mr.  Smith  not  being  here  but  joining  in  this 
statement  with  me,  and  Mr.  Sadler  will  follow  me  with  his  state- 
ment.    It  does  not  reflect  the  views  of  the  Interstate  Oil  Compact 
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Commission  for  the  reason  that  we  had  hoped  and  still  hope  the 
committee  will  give  us  an  opportunity  to  review  the  record  as  made 
up  to  date  so  we  can  see  what  the  Government's  case  is  in  order  that 
we  may  answer  each  and  every  item  made  thus  far. 

Mr.  WoLVERTON.  The  reason  I  asked  that  question,  Colonel  Thomp- 
son, is  because  your  statement  is  headed : 

Statement  of  Ernest  O.  Thompson,  member  of  Railroad  Connnission  of  Texas 
and  chairman  of  Interstate  Oil  Compact  Commission. 

Mr.  Thompson.  I  happen  to  be  the  chairman  of  that  commission, 
but  it  is  not  the  statement  of  the  compact  commission  as  such  because 
we  have  had  no  chance  to  get  together  and  formulate  the  views  of  the 
compact  commission  as  such.  We  intend  shortly  to  have  a  meeting 
of  the  compact  commission  with  a  view  of  carefully  preparing  a 
statement  from  the  compact  commission's  standpoint,  and  we  hope 
that  at  some  later  time  the  committee  will  give  us  an  opportunity  to 
review  the  work  of  the  compact  commission  up  to  date  and,  further, 
we  hope  to  be  able  to  read  the  record  thus  far  made,  if  we  would  be 
allowed  to  do  so,  and  perhaps  then  Ave  could  answer  some  of  the 
points  made  heretofore. 

Mr.  WoLA'ERTON.  My  only  jiurpose  in  asking  the  question  was  to 
make  clear  whether  the  opinions  you  express  in  this  statement 
are  to  be  considered  by  the  committee  as  the  final  ojjinion  of  the  Rail- 
road Commission  of  Texas  and  also  the  Interstate  Oil  Compact  Com- 
mission. I  understand  from  your  answer  that  it  is  not  to  be  con- 
sidered in  any  way  the  viewj)oint  of  the  Interstate  Oil  Compact  Com- 
mission. 

Mr.  Thompson.  That  is  correct,  Mr,  Wolverton. 

Mr.  Chairman  and  gentlemen  of  the  committee,  I  am  grateful  that 
we  have  a  connnittee  with  the  energy  and  the  desire  to  make  a  thor- 
ough survey  of  the  oil  industry  so  that  the  Congress  will  be  given  a 
complete  picture.  The  exhaustive  investigation  made  by  you  gentle- 
men of  this  committee  in  1934  and  your  constant  study  and  interest  in 
the  oil  industry  has  made  each  of  you  well  informed  on  its  problems 
and  the  way  they  are  being  successfully  solved. 

We  have  just  celebrated  two  Thanksgivings  in  Texas.  We  have 
good  reason  for  double  celebration  so  far  as  oil  is  concerned.  Our 
people  are  prosperous,  our  oil  i-eserves  are  on  the  increase,  and,  what 
is  most  important,  our  State  is  still  sovereign  as  regards  production 
control  of  oil. 

We  still  have  our  American  form  of  government  and  while  it  may 
not  be  tiptop  efficient  it  is  still  democratic;  our  States  maintain  sole 
control  of  their  own  oil,  and  that  is  of  the  essence  of  sovereignty. 

We  are  doubly  grateful  that  the  same  excellent  committee  is  today 
again,  after  5  years,  to  recheck  on  conditions  in  oil  production.  We 
can  now  come  before  you  and  show  that  the  problems  of  overproduc- 
tion that  bothered  us  in  1934  are  no  longer  present.  Production  of 
crude  petroleum  is  being  held  strictly  within  the  market  demand. 

Huge  overhanging  surplus  stocks  of  crude  oil  in  tanks  above 
ground  have  been  i-educed  to  230,000,000  barrels.  This  is  close  to  the 
figure  of  the  estimated  amount  necessary  to  hav^e  on  hand  in  order 
that  the  industry  may  function  without  interruption. 

In  1934  the  crude  stocks  were  about  100,000,000  barrels  higher  than 
today,  that  is,  included  in  tanks  in  above-ground  storage. 
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Testimony  before  our  Texas  commission  by  leaders  of  the  oil 
industry  is  to  the  effect  that  the  stocks  of  crude  should  be  somewhere 
from  200,000,000  barrels  to  2G0,000,000  bai-rels  in  order  to  insure 
uninterrupted  operations. 

It  is  of  interest  to  note  that  those  low  on  crude  testified  to  the 
hig-her  figure  and  those  longer  on  crude  in  storage  testified  to  the 
lower  figure  as  being  the  desired  and  required  amount  of  crude  oil 
to  be  held  on  hand  in  tanks  above  ground  at  all  times. 

If  you  take  the  high  figure  of  260.000,000  barrels  of  crude  oil  re- 
quired for  safe  requirements  and  then  take  the  figure  of  200,000,000 
barrels  testified  for  bv  other  leaders  of  the  industry,  divide  those^ 
the  sum  of  the  2  figures  of  200,000,000  and  260,000,000  by  2,  you  will 
find  that  the  average  estimate  of  the  desired  amount  of  crude  oil 
in  storage  above  ground  is  230,000,000  barrels. 

Strange  as  it  may  seem,  the  exact  amount  of  oil  in  storage  in  tanks 
above  ground  in  America  on  November  11,  1939,  was  230,037,000 
barrels. 

Officials  of  sovereign  American  States  have  achieved  this  efficient 
statistical  position  by  the  use  of  good  old  common  sense  and  without 
anyone  saying.  "You  must  do  thus  and  so." 

it  shows  to  me,  Mr.  Chairman  and  gentlemen  of  the  committee, 
that  it  is  possible  to  have  efficiency  in  even  our  free  and  easy  democ- 
racy and  the  sovereign  States  can  and  will  and  are  doing  a  good  job 
for  all  America. 

In  spite  of  the  fact  of  new  fields  in  Illinois,  where  they  have  not 
yet  agreed  upon  oil-conservation  laws,  I  point  out  to  you  that  as  a 
Nation  the  November  1939  estimate  of  market  demand  as  set  by  the 
United  States  Bureau  of  Mines  for  each  and  every  day  of  November 
1939  was  3,620,000  barrels  of  oil  wdiereas  the  actual  production  for 
the  week  of  November  18,  1939,  for  the  entire  United  States  was 
3,596,575  barrels  per  day  or  some  25,000  barrels  per  day  less  than  the 
estimated  demand. 

I  point  out  to  this  committee  that  we  find  ourselves  with  crude-oil 
stock  at  the  average  of  proper  position  and  current  production  of 
oil  well  within  the  figure  as  estimated  by  the  ver}^  efficient  United 
States  Bureau  of  Mines. 

So,  I  say,  we  are  doubly  thankful  to  be  able  to  present  you  a  pic- 
ture of  efficiency  that  shows  no  need  for  any  interference  on  the  part 
of  the  Government. 

Certainly  there  must  exist  some  need  or  emergency  before  the 
Federal  Government  would  concern  itself  with  taking  over  the 
powers  of  the  States.  I  feel  sure  there  must  be  some  necessity  for 
it  before  this  committee  would  recommend  this  bill  under  considera- 
tion to  the  Congress. 

Surely  so  long  as  the  States  are  doing  a  workmanlike  job  there 
need  be  no  Federal  alarm  or  control. 

Certainly  the  Federal  Government  should  be  happy  over  the  fact 
that  in  these  days  of  problems  and  depression  here  is  one  American 
industry  that  is  not  looking  to  the  Federal  Government  to  be  saved. 

Here  is  one  industry  that  is  not  asking  for  any  subsidy  or 
Federal  aid. 

Up  in  the  Panhandle  of  Texas  it  was  discovered  that  there  was  a 
great  supply  of  gas  that  yielded  helium.    The  Federal  Government 
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tlicmght  that  it  needed  this  helium  for  national  defense  so  the  United 
States  Government  promptly  purchased  in  the  open  market  50,000 
acres  of  this  helium-producing-  gas  land.  There  the  United  States 
Government  disi:)layed  the  proper  spirit  of  securing  what  it  needed 
for  national  defense.  It  thought  we  needed  helium,  therefore  the 
United  States  Government  bought  the  necessary  land  to  produce  the 
needed  helium  from  the  gas  coming  from  that  "land. 

This  is  just  as  when  the  Army  needs  clothing  or  shoes  it  buys 
what  it  needs. 

It  is  not  proper  for  the  Government  to  hold  oil  development  back 
just  because  it  might  some  day  want  the  oil.  Our  military  policy  of 
national  defense  has  never  proceeded  on  these  lines.  Our  military 
establishment  has  always  had  to  find  its  requirements  wholly  within 
the  appropriations  made  by  the  Congress  of  the  United  States. 

I  speak  with  some  understanding  on  this  subject  as  an  enlisted  man 
and  a  commissioned  officer  of  some  20  years'  service,  always  as  ag- 
gressive as  the  next  man  in  the  interest  of  national  defense. 

If  the  Army  or  the  Navy  need  additional  oil  for  defense,  let  the 
Congress  make  appropriation  to  buy  such  reserves  and  hold  them 
against  the  need.    That  is  the  traditional  method. 

Along  about  the  year  1925  a  great  hue  and  cry  went  out  over  the 
land  that  we  were  about  to  exhaust  our  petroleum  supply.  At  that 
time  it  was  estimated  we  had  oil  reserves  of  5,500,000,000  barrels  in 
the  United  States.  Since  that  date  we  have  produced  and  consumed 
or  sold  11,000,000,000  barrels  of  oil  and  yet  today  we  still  have 
seventeen  or  more  billions  of  barrels  of  oil  reserves  uncovered  and 
ready  to  be  produced  as  needed.  Also  we  are  able  to  get  double  the 
amount  of  gasoline  out  of  each  barrel  of  oil.  We  have  truly  not  run 
out  of  oil. 

Our  discoveries  have  kept  pace  with  our  consumption. 

The  technique  of  discovering  oil  and  the  science  of  producing  it  are 
going  forward  at  an  amazing  pace. 

The  oil  industry  is  free  of  labor  trouble.  Its  workers  are  the  best 
paid  of  any  major  industry  and  only  recently  Commissioner  Lubin 
took  occasion  in  a  public  hearing  of  the  Temporary  National  Eco- 
nomic Committee  to  compliment  the  oil  industry  on  its  fine  labor 
relationship. 

We  have  worked  in  complete  harmony  with  our  sister  oil-producing 
States  through  the  agency  of  the  Interstate  Oil  Compact. 

The  strength  of  the  compact  lies  in  the  fact  that  it  has  no  com- 
pulsion in  it.  It  has  behind  it  the  greatest  force  on  earth,  that  is, 
the  power  of  enlightened  public  opinion,  and  that  is  all  the  force 
that  any  governmental  agency  needs. 

I  feel  that  the  oil-conservation  efforts  of  the  States  is  one  of  the 
hopeful  signs  of  progress  in  that  the  States  have  brought  about  an 
intelligent  use  of  the  best  engineering  methods  under  law  of  the 
States  under  their  police  power  to  the  end  that  the  greatest  ultimate 
recovery  will  be  had. 

I  am  sure  this  committee  will  be  glad  to  learn  that  the  number  of 
independent  oil  operators  in  Texas  has  increased  2,000  in  the  last 
5  years. 

This  increase  in  the  number  of  independent  operators  shows  that 
they  are  prospering. 
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All  over  our  State  you  can  see  evidence  of  their  permanent  pros- 
perity in  their  increasing  investments  in  farms  and  ranches  and  by 
the  splendid  improvements  these  independent  oil  men  are  making 
on  these  thousands  of  newly  purchasecl  farms  and  ranches. 

Our  independent  oil  operators  under  proration  no  longer  have  any- 
trouble  finding  easily  available  loans  at  as  low  as  four  percent  inter- 
est on  36  months'"  time  with  wdiich  to  develop  their  producing 
properties. 

In  fact,  eastern  banks  are  constantly  on  the  search  for  such  loans 
because  production  has  been  controlled  and  made  greater  the  security 
of  the  loan.  The  banks  now  know  that  the  oil  will  be  produced 
at  a  proper  rate  and  the  fields  will  not  be  ruined  by  overproduction. 

This  is  a  most  interesting  development  of  the  past  3  years. 

It  became  a  fact  when  we  got  our  conservation  orders  sustained 
and  upheld. 

When  the  bankers  saw  that  production  was  actually  being  con- 
trolled oil  loans  quickly  were  changed  from  the  classification  of 
speculative  to  perhaps  among  the  most  desired  and  dependable  secu- 
rity a  bank  could  lend  its  money  upon. 

The  greatest  thing  I  have  noticed  in  the  evolution  of  proration 
is  that  the  people  of  Texas  have  come  to  rather  fully  understand 
that  by  lindting  the  flow  of  an  oil  well  the  motivating  or  propulsive 
energies  are  conserved  and  that  thereby  vastly  greater  amounts  of 
oil  will  be  recovered  from  the  producing  sands. 

This  has  been  accomplished  by  thousands  of  educational  hearings 
and  lectures  and  booklets  and  by  the  efforts  of  our  colleges,  public 
schools,  and  universities. 

Our  Texas  free  school  and  higher  educational  system  is  to  a  large 
degree  financed  by  the  money  raised  from  oil  taxation ;  134  of  our 
254  counties  now  produce  oil  and  exploration  is  going  on  in  100 
more  counties. 

Oil  is  the  very  economic  lifeblood  of  Texas.  So,  naturally,  we  feel 
that  we  would  be  recreant  to  our  trust  if  we  did  not  guard  zealously 
the  control  of  the  State  of  Texas'  greatest  asset. 

We  feel  that  we  have  been  good  stewards  of  this  resource  in  pro- 
viding by  State  law  for  its  sane  conservation  through  waste-preven- 
tion statutes  and  that  our  enforcement  of  these  laws  has  met  with 
the  general  approval  of  those  upon  whose  property  we  have  admin- 
istered and  by  the  public  as  a  whole. 

Certainly  when  the  smallest  operators  can  readily  get  all  the  money 
they  need  to  o])erate  and  develop  their  oil  properties  from  hard- 
headed  eastern  bankers  we  must  be  convinced  that  there  is  strong 
dependence  being  placed  upon  the  State's  efforts. 

Five  years  ago  the  experts  estimated  the  total  ultimate  recovery  of 
the  East  Texas  Field  would  be  1,500,000,000  barrels  of  oil. 

We  have  already  produced  that  amount  of  oil  from  the  field  and 
now  the  same  experts  have  raised  the  estimated  ultimate  recovery  to 
5.000,000,000  barrels  of  oil. 

No  one  now  contests  the  wisdom  of  the  State's  method  of  handling 
the  field  as  a  whole.  They  admit  a  fine  job  over  all  has  been  done. 
They  admit  that  we  will  get  a  3,500,000,d00-barrel  dividend  on  con- 
servation efforts  in  that  one  field  alone.  The  only  arguments  we  now 
have  are  over  who  gets  what  and  how  much. 
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In  new  administrative  efforts  like  proration  and  conservation  of  oil 
we  must  proceed  with  caution.  We  have  made  <^reat  progress  and  I 
can  see  no  need  whatever  for  the  Federal  Government  to  pass  any 
further  laws. 

I  am  hopeful  that  this  committee  will  see  the  progress  we  have 
made  and  are  continual!}'  making  and  will  recommend  to  the  Con- 
gress that  no  further  Federal  laws  are  necessary. 

Reserves  of  oil  are  being  steadily  built  up. 

The  consumer  is  getting  a  constantly  improved  product  at  a  con- 
stantly reduced  price. 

The  States  are  working  in  harmony. 

Production  is  in  balance  with  consumption. 

Overproduction  has  been  stopped  and  waste  is  being  increasingly 
prevented. 

I  submit  that  it  is  better  that  we  get  the  job  of  oil  conservation 
done  by  the  States  themselves  than  to  further  centralize  our  Govern- 
ment in  Washingion. 

I  do  not  admit  that  the  Federal  Government  could  do  a  better  job. 
In  fact,  I  firmly  believe  the  Federal  Government  could  not  do  any 
better  job  than  has  been  done  by  the  States. 

But  granting,  for  the  sake  of  argument  only,  that  it  could  do  a 
better  job,  I  strongly  believe  it  is  far  bettei-  to  stay  by  the  American 
form  of  goveriunent  and  kee])  our  control  close  at  home  where  the 
j^eople  can  have  a  inore  direct  and  responsive  control  over  their  State 
resources  than  to  turn  them  over  to  some  Govermnent  bureau  far 
removed  from  the  people. 

I  have  a  trti.nscii])t  of  our  hearings  here  of  tlie  Railroad  Commis- 
sion of  Texas  held  in  Austin,  Tex.,  August  28,  in  which  we  took 
evidence  under  oath  from  the  industry  on  the  question  of  how  much 
oil  was  needed  to  have  above  ground  at  all  times  in  order  that  an 
economic  level  would  be  met,  and  I  have  brought  six  copies  of  that 
transcript  to  support  the  statements  in  my  paper  as  to  how  much 
w-as  needed,  and  I  am  glad  to  submit  that  transcri})t  for  your  consid- 
eration.    It  substantiates  the  conclusions  that  I  have  drawn  here. 

Mr.  WoLVERTOx.  Before  you  pass  from  that,  does  that  record  that 
you  have  just  submitted  justify  the  action  that  was  taken  by  the 
Texas  Railroad  Commission  in  shutting  off  production  of  oil  in 
August  last? 

Mr.  Thompson.  I  think  it  more  than  justifies  it  clearly. 

Mr.  WoLVERTON.  Does  it  deal  with  that  subject? 

Mr.  Thompson.  Yes;  it  does,  in  detail. 

The  question  that  came  up  at  that  point,  Mr.  Wolverton,  w^as  that 
some  companies  thought  that  there  was  an  excess  of  oil  above  ground 
and  gave  that  reason  as  a  reason,  as  set  out  in  this  hearing  in  Mr. 
Weiss's  testimony.     Mr.  Weiss  is  president  of  the  Humble  Co. 

Mr.  Wolverton.  That  seems  to  be  a  rather  voluminous  record.  If 
it  is  convenient  for  you  to  do  so  I  would  appreciate  your  pointing  out 
that  portion  of  it. 

ISIr.  Thompson.  It  is  in  the  very  first  six  pages.  Mr.  Weiss,  in 
his  statement  there,  gives  the  Humble's  reasons  for  their  action, 
saying  there  was  too  much  oil  on  hand.  All  the  State  did  was  to 
close  in  for  15  days.  We  had  been  closed  in  8  days  a  week  for  2 
3'ears  and  have  been  u|)  to  tlie  present  time,  the  month  of  December. 

Ml-.  Mapes.  Eight  days  a  week? 
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Mr.  Thompson.  I  mean  8  days  a  month.  Tliank  you  very  much 
for  the  correction.  v 

We  had  been  closed  8  days  a  month,  Saturday  and  Sunday  each 
week.  That  is,  for  2  years  we  have  been  doing  that,  or  for  more  thaili 
2  years.    Last  month  we  were  closed  for  11  days. 

This  montli  we  were  closed  for  12  days.  It  is  simply  a  questioii  of 
so  many  wells  havino;  been  drilled,  so  much  success  having  been  met 
with  in  the  finding  of  oil,  that  to  drill  more  and  more  wells,  naturally, 
you  produce  more  than  is  needed  and  can  produce  more  than  is 
needed  in  a  shorter  and  shorter  time.  So  shut-ins  are  no  innovation 
to  us  because  we  have,  been  doing  it  right  along.  We,  as  I  just 
stated,  shut  in  for  2  weeks,  and  we  had  some  very  beneficial  effects 
in  that  the  pressure,  as  I  show  on  that  chart,  was  built  up  apprecia- 
bly, and  I  have  just  received  a  paper  from  Mr.  Crowell,  from 
Arkansas,  showing  the  same  result  achieved  in  the  Magnolia  Field 
in  Arkansas,  and  I  wish  to  submit  this  chart  for  that  field,  which 
shows  that  nature  acts  the  same  in  Arkansas  as  it  does  in  Texas; 
it  built  up  bottom-hole  pressure. 

Speaking  of  the  question  of  bringing  in  new  fields,  I  have  a  docu- 
ment here  showing  the  new  fields  discovered  in  Texas  since  you  gentle- 
men last  held  your  inquiry  in  1934.  New  oil  fields  discovered  in 
Texas  during  the  years  1934  to  1939.  I  bring  this  in  just  to  show 
you  how  Texas  has  been  getting  along  since  you  were  here  last. 

In  1934  we  brought  in  27  new  fields;  in  1935,  30  new  fields;  in  1936, 
54  new  fields;  in  1937,  68  new  fields:  in  1938,  52  new  oil  fields:  and 
in  1939,  already  63  new  oil  fields.  It  seems  that  there  is  oil  every- 
where and  every  time  the  bit  goes  down  it  brings  forth  oil. 

Mr.  Mapes.  What  is  the  total  production  of  those  new  fields  Avhich 
have  been  discovered  since  1934. 

Mr.  Tho3ipson.  You  mean  how  much  is  the  reserve  in  those  fields  ? 
We  are  not  producing  any  more  than  we  did:  we  are  just  giving  each 
well  less  and  less  every  time  a  new  producing  well  is  put  down.  The 
average  in  the  State  now  is  13  barrels  per  well.  There  are  89.000 
wells  in  the  State.  Fifty-five  thousand  of  them  are  pumping  and 
the  balance  are  flowing. 

INIr.  Mapes.  The  Bureau  of  Mines  did  not  give  you  the  right  to 
produce  any  more  than  you  produced  before  those  discoveries  were 
made  ? 

Mr.  Thoimpsox.  The  Bureau  of  Mines  fisnres,  INIr.  Mapes,  take  no 
consideration  of  the  ability  to  produce.  They  just  indicate  how  many 
automobiles  are  in  use  and  how  much  gasoline  is  going  to  be  required, 
and  they  convert  that  into  crude  and  it  is  distributed  according  to 
past  experience,  like  it  rained  last  Wednesday,  it  is  going  to  rain  next 
Wednesday. 

Mr.  INIapes.  Of  course,  it  amounts  to  the  same  thinir  in  vour  State, 
You  produce  the  same  amount  regardless  of  the  number  of  pools. 

Mr.  Thompson.  It  does  not  make  any  difference  how  many  wells, 
we  eret  the  same  nllowable.     I  can  illustrate  it  by  this 

Mr.  Mapes.  Of  course,  probnbly  all  of  that  may  be  due  to  the  fact 
that  you  have  such  a  bis;  production  in  your  State.  If  a  State  has 
a  small  production  and  found  a  good  deal  of  oil  it  would  be  allotted 
more  than  its  allotment  when  production  was  smaller. 

INIr.  Tptompson.  Well,  the  question  of  allottin<r,  the  estimate  of  the 
Bureau  of  Mines  is  simply  an  estimate  of  about  how  much  will  be 
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moving.  They  take  the  movements  and  the  trends.  Illinois  is  a 
good  example.  They  were  not  producing  very  much  oil  until  they 
brought  in  their  new  fields.  As  a  matter  of  fact,  we  used  to  have  a 
good  deal  of  fun  with  Mr.  Bell,  who  used  to  come  to  the  compact 
meetings.  We  would  ask  him  where  that  well  was  in  Illinois.  Now, 
of  course,  they  are  ]3roducing  315,000  barrels  a  day.  They  have  made 
their  place  in  the  picture. 

The  Bureau's  market  demands  are  estimated  by  performance  in 
past  years,  a  perfectly  natural  way  for  it  to  come  about,  too. 

This  free  competition  between  the  States  is  a  good  thing  and  it 
makes  its  own  way.  A  new  field  comes  in,  just  like  a  new  field  in 
Texas,  and  it  takes  part  of  the  market  formerly  held  by  another. 

Mr.  Mapes.  Getting  back  to  your  suggestion,  what  are  the  esti- 
mated reserves  in  these  new  fields  that  have  been  discovered? 

Mr.  Thompson.  We  have  discovered  additional  reserves  since  1934. 
We  now  have  about  9,000,000,000  barrels  in  reserve  in  the  State. 

Mr.  Mapes.  Is  that  due  to  the  discovery  of  new  fields  entirely  or 
different  estimates  on  the  old  fields? 

Mr.  Thompson.  Well,  the  old  fields — in  east  Texas,  as  I  have  indi- 
cated— thev  have  raised  their  estimate  3,500,000,000  barrels.  They 
said  formei-ly  that  they  would  get  1,500,000,000. 

Mr.  Mapes.  Wliat  1  am  trying  to  bring  out  is  the  mere  fact  you 
discover  a  number  of  fields,  unless  we  know  something  about  the 
amount  of  oil  that  is  in  each  field  or  the  aggregate  number  of  new 
fields  it  does  not  mean  much,  does  it  ? 

Mr.  Thompson.  Yes;  it  means  this:  That  we  are  not  running  out  of 
oil;  we  are  getting  more  and  more.  We  are  getting  more  fields  and 
they  are  good  fields. 

Mr.  Mapes.  It  does  to  some  extent,  but  unless  we  know  how  much 
oil  you  have 

Mr.  Thompson  (interposing).  But  I  have  a  list  of  the  potentials  of 
each  of  those  fields  attached  in  this  data  giving  you  each  field  and 
how  much  we  estimate  it  is. 

Mr.  Mapes.  Can  you  give  it  to  us  in  round  figures? 

Mr.  Thompson.  Well,  tlie  difference  since  1934  is  about  4,000,000,000 
barrels  increase. 

Mr.  Mapes.  I  will  ask  again,  is  that  due  to  new  discoveries? 

Mr.  Thompson.  It  is;  yes;  that  is  correct.  I  am  sorry  I  did  not 
catch  your  question  right  off. 

We  have  not  only  produced  and  found  new  fields,  produced  more 
than  we  have  consumed,  all  that  is  necessary  to  meet  all  needs,  but 
we  have  built  up  reserves  more  and  more  and  we  have  had  to  reduce 
the  allowables,  well  bv  well,  as  the  new  fields  came  in. 

Just  like  additional  wells  come  in  within  a  field,  vou  have  to  reduce 
the  other  wells  to  make  room  for  its  production.  We  have  a  method 
of  indicating  to  each  well  in  the  State  how  much  oil  it  is  allowed  and 
Iiere  is  the  schedule  for  the  East  Texas  field  F indicating]  and  these 
are  the  individual  wells  of  the  State;  each  well,  giving  each  well  and 
each  field,  with  the  allowables  for  each  well.  There  are  88.000  or 
nearly  89.000  wells. 

I  thouofht  it  would  be  interesting  to  the  committee  to  kr^ow  how 
we  handle  it.     These  are  shown  here  after  the  hearings  rinrlic^tino-]. 

Now,  I  have  some  exhibits  here.     I  hope  the  committee  will  let 
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me  hurriedly  point  to  them.  They  have  been  prepared  for  the  com- 
mittee so  that  you  can  take  them  alonj^  with  you. 

This  first  map  is  a  new  map  showing  the  location  of  12  new  fields 
ill  the  State,  and  you  see  they  are  located  from  one  end  of  the  State 
to  another.  That  shows  134  counties  all  producin«i  oil,  out  of  254, 
and  exploration  is  goinof  on  in  100  more  counties.  Forty-five  million 
acres  are  under  lease  for  oil  and  gas  in  the  State.  It  looks  like  we 
are  going  to  find  oil  in  about  100  more  counties. 

Mr.  Mapes.  What  do  you  mean  by  "exploration''  in  that  directioii? 

Mr.  Thompson.  Active  drilling  or  geophysical  work  looking  for  oil. 

Mr.  MAPf:s.  Are  they  actually  putting  down  wells  in  tliose  100 
counties? 

Mr.  Thompson.  Yes,  sir.  They  are  keeping  it  up  all  over  the  State 
and  with  a  great  deal  of  success.  Last  year  in  three  wells  out  of  four 
that  were  drilled  they  got  oil.    Only  one-fourth  were  unsuccessful. 

Mr.  Mapes.  In  the  wildcat  areas? 

Mr.  Thompson.  No.  no.  I  am  taking  the  whole.  In  the  Avildcat 
territory,  of  course,  it  would  be  a  great  deal  snuiller  than  that. 

This  other  map  shows  the  pipe  lines  of  our  State  and  you  will  see 
they  are  pretty  well  covered,  cover  the  whole  State  of  Texas.  There 
are  57,694  miles  of  trunk  pipe  lines  i-ovei-ing  the  State.  I  have  not 
indicated  on  here  any  gathering  lines  Avhatsoever.  but  just  the  main 
trunk  lines.  But  there  are  57.694  miles  of  those  main  pi])e  lines;  10,165 
miles  of  gas  trunk  lines,  the  gathering  lines  again  not  being  shown. 
We  would  cover  too  mucli  if  we  were  to  include  tlie  gathering  lines. 

The  average  traffic  load  was  1.H48.000  barrels.  That  is  in  the  move- 
ment of  oil.  Of  course,  in  the  moement  of  oil.  much  of  it  moves 
through  from  New  Mexico  in  through  Texas.  That  amounts  to  about 
100.000  barrels  a  day,  because  it  is  their  only  method  of  getting  to 
the  coast.  A  good  deal  of  oil  moves  through  from  Oklahoma  and 
Louisiana  also.  The  traffic  is  a  good  deal  greater  than  tlie  production 
of  the  State,  because  oil  comes  through  from  New  Mexico.  Louisiana, 
and  Oklahoma,  going  to  the  seaboard. 

This  ma])  shows  the  refineries  of  the  State.  The  little  red  dots 
show  the  refinery  locations.  You  see.  there  are  a  good  many  of  them. 
There  are  166.  refining  a  total  of  1.724.000  barrels,  or  slighth^  less  than 
the  traffic,  because  the  balance  is  shii)ped  coastwise ;  across  the  ocean, 
some  of  it,  although  trans-Atlantic  shipments  are  greatly  reduced  at 
this  time  because  of  the  hazard  of  exposure  and  that  has  fallen  off  a 
great  deal  since  the  war  began. 

Mr.  Mapes.  What  is  the  tendency  in  Texas  as  to  tlie  increase  or 
decrease  in  refineries  in  the  State? 

Mr.  THo:NrpsoN.  The  number  of  refineries  is  slightly  smaller,  but 
the  plants  are  bigger  and  more  efficient.  Skimming  plants  have  ]n-etty 
well  gone  out  because  of  tlie  more  efficient  method  in  cracking  and 
newer  processes  are  being  discovered. 

Mr.  Mapes.  Does  that  mean  that  you  are  refining  moie  crude  oil  in 
the  State  ? 

Mr.  Thompson.  We  are  refining  more  than  Ave  wei-e  4  years  ago  by 
about  400,000  barrels.  There  are  fcAver  refineries,  because  the  little 
plants,  the  skimming  ])lants  are  not  efficient  enough  to  be  ke])t  in.  busi- 
ness. 

Mr.  ]\L\PEs.  I  had  the  impression  that  the  tendencv  was  for  the 
refineries  to  go  to  the  consuming  areas. 
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Mr.  Thompson.  Well,  here  they  are  [indicating  on  map],  116  from 
all  over  the  State,  with  a  capacit}^  of  1,720,000  barrels. 

The  point  is,  and  I  take  a  good  deal  of  pride  in  pointing  it  ont,  that 
here  is  one  indnstry  in  our  State  tliat  is  finishing  in  manufacturing 
ahnost  the  total  nmouut  tliat  we  produce,  which  is  a  healthy  condi- 
tion, in  that  we  are  manufacturing  into  finished  products  1,720,000 
barrels  per  day ;  using  labor  in  the  State  and  getting  the  utmost  out 
of  the  production. 

Mr.  Wolvp:rton.  You  spoke  of  an  increase  in  the  amount  to  the 
extent  of  400,000  barrels;  over  what  period  was  that  ? 

Mr.  Thompson.  Since  1934. 

Mr.  WoLVERTON.  Does  that  represent  a  pei'-day  or  per-year 
increase? 

Mr.  Thompson.  Per-day. 

Mr.  WoLAERTON.  That  is  a  verv  large  percentage  of  the  total,  is 
it  not? 

Mr.  Thompson.  Yes:  it  is.  It  is  a  fast-growing  business,  and 
when  we  find  a  new  field,  a  new  refinery  comes  in  shortly  afterward. 

Mr.  Cole.  May  I  interrupt  for  a  moment?  Mr.  Maloney,  a  dis- 
tinguished Member  of  Congress  from  Louisiana,  has  just  entered  the 
room.    We  are  glad  to  have  you.  IMr.  Maloney. 

Mr.  Thompson.  This  little  graph  here  [exhibiting  graph]  shows 
the  East  Texas  pressure  release  map,  the  different  colors  showing 
the  different  pressures  in  the  various  areas  of  the  East  Texas  field. 
We  got  this  up  for  a  couit  case.  I  just  brought  it  along,  thought 
perhaps  you  would  be  interested  in  seeing  hoAv  the  case  was  pre- 
sented as  a  court  case.  By  the  way,  we  are  having  a  great  deal  more 
luck  than  we  used  to  have  in  winning  our  cases  in  court.  It  takes 
time  for  us  to  learn  how  to  present  them.  There  is  no  reflection  on 
the  way  we  presented  them  before.  We  just  did  not  know  how.  We 
did  not  know  what  we  were  doing  in  the  beginning,  because  you 
remember  Judge  Hutchinson  ably  said  in  the  PeopJex  ca-se^  we  were 
looking  for  a  forbidden  thing,  iiamely,  price,  rather  than  conserva- 
tion; but  when  we  shut  the  fields  down  in  1933,  we  were  able  to 
immediately  build  the  jjressure  right  up,  and  the  court  said,  "Well, 
you  have  got  something  there,*'  and  they  saw  that  restrained  pro- 
duction did  mean  that  we  were  getting  greater  utility  out  of  the 
pressure. 

Mr.  Cole.  What  is  the  meaning  of  this  exhibit? 

Mr.  Thoinipson.  It  is  an  exhibit  showing  the  pressure  within  the 
field.     This  is  the  pressure  areas  as  shown  by  the  tests  we  made. 

Here  is  a  little  exhibit  here  we  used  in  another  court  case  showing- 
how  the  pressure  is  taken  in  the  East  Texas  field. 

Mr.  Cole.  Will  you,  for  the  ]mrpose  of  the  record,  describe  the 
exhibit  a  little  more  in  detail  ?  Of  course,  where  you  refer  to  it  as 
"here"  and  "here."  that  will  not  appear  in  the  recoixl. 

Mr.  Thompson.  I  understand.  I  have  here  before  the  committee 
an  exhibit  that  we  prepared  in  a  laAvsuit.  Shown  on  the  to])  side 
of  the  exhibit  is  a  map  of  Texas,  showing  the  Fort  Worth  and  Dallas 
area  as  indicated  by  two  tall  buildings,  and  the  East  Texas  field  over 
by  Kilgore  and  Longview,  and  Denison,  indicated  by  a  long  liver- 
shaped  green  marked  area.  And,  the  purpose  of  this  exhibit  is  to 
show  how  the  pressure  is  built  up  in  the  woodbine  sand.  The  red 
area  indicates  the  Fort  Worth-Dallas  strata,  and  on  up  to  the  Okla- 
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homa  line  (indicating  on  map),  extending  down  through  Cook 
County.  Denton,  Clay,  Johnson,  and  Mill  Counties,  showing  an  out- 
cropping of  the  Woodbine  sand. 

Mr.  Mapes.  I  always  thought  that  East  Texas  was  really  the  heart 
of  the  oil  business ;  but  I  notice  that  you  call  it  the  liver,    [Laughter.] 

Mr.  Thompson.  It  surely  is  the  heart.  There  is  no  reflection  be- 
cause it  is  liver-shaped.  It  is  still  the  heart.  That  is  very  good  humor. 
I  am  glad  to  see  that  the  committee  is  in  a  humorous  vein  today.  It 
relieves  me  a  great  deal,  because  I  am  awed  by  your  august  com- 
mittee, and  I  am  sure  that  this  humor  relaxes  and  eases  me  up. 

Mr.  Mapes.  The  importance  of  the  field  is  on  the  record.  That  is 
all  that  is  of  importance. 

Mr.  Thompson.  It  is  the  heart  of  the  oil-producing  business.  That 
is  true. 

This  red  indicates  an  outcropping  of  the  woodbine  sand.  If  you 
drive  between  Fort  Worth. and  Dallas  you  can  see  the  uplift  where 
it  comes  out. 

I  have  carried  it  down  in  this  exhibit,  down  through  underneath 
here  [indicating  on  a  large  box  upon  which  exhibit  was  drawn]  the 
earth  showing  the  formation;  how  the  water  comes  from  creeks 
and  rivers,  and  comes  in  contact  with  the  outcropping,  highly  pene- 
trable woodbine  sand.  The  water  hits  that  and  trickles  down 
through  this  sand  3,300  feet  under  the  ground  until  it  comes  in  con- 
tact with  tlie  oil-saturated  sand  under  the  east  Texas  field  and  we 
found  that  if  we  do  not  take  the  oil  from  the  whole  field  combined 
any  faster  than  the  water  can  trickle  in  behind  it  and  fill  the  void, 
we  can  maintain  constant  pressure;  just  like  you  can  take  a  certain 
amount  of  water  out  of  a  dam  and  let  the  same  amount  come  in,  and 
you  will  have  a  constant  hydrostatic  head,  and  that  is  as  simple  as 
that  in  the  control  of  production  of  the  east  Texas  field.  We  have 
demonstrated  that,  which  I  shall  show  you  on  this  chart. 

This  only  graphically  illustrates  the  point  more  clearly  as  to 
what  does  happen  [exhibiting  chart]. 

We  found  that  if  we  opened  up  and  produced  greatly  in  excess, 
why,  the  pressure  is  dropped,  because  we  are  getting  ahead  of  the 
intrusion  of  water  and  we  have  proven  that  so  many  times  by  shut- 
ins  that  we  know  definitely  that  that  is  so. 

Mr.  Cole.  If  this  field  is  not  operated  in  that  manner,  am  I  right 
in  saying  that  it  will  result  in  considerable  underground  waste? 

Mr.  Thompson.  If  the  field  is  not  operated  in  a  manner  to  keep 
the  production  of  oil  wells  combined  at  a  figure  not  so  great  but 
what  the  water  can  trickle  in  behind  and  keep  up  with  the  removal 
of  the  oil.  If  that  were  not  done  the  pressure  would  dro])  at  once, 
and  when  they  got  to  a  point,  in  the  east  Texas  field,  of  765  pounds, 
or  thereabouts — a  few  pounds  one  way  or  the  other — the  gas  would 
come  out  of  the  solution,  and  the  oil,  which  is  sticky,  heavy,  like 
tar,  sticks  to  the  grains  of  sand  and  will  never  be  removed,  or  if 
removed  will  be  much  more  difficult,  and  less  of  it. 

Mr.  Cole.  That  is  what  you  commonly  refer  to  as  underground 
waste? 

Mr.  Thompson.  That  is  right;  that  would  be  left  in  the  ground 
never  to  be  recovered.  What  we  seek  to  do  is  to  keep  the  gas  in 
solution  so  as  to  keep  the  oil  foamy,  like  the  froth  on  beer,  if  you 
know  what  I  mean  [laughter]  on  pressure  so  that  it  will  move  freely 
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between  the  space  between  the  grains  of  sand,  and  you  can  get  every 
bit  of  it  out.  We  have  tested  that.  It  is  exactly  like  the  froth  on 
beer,  or  if  one  does  not  understand  that,  the  beads  on  Coca-Cold 
when  you  shake  it  up.  [Laughter.]  The  purpose  is  to  keep  it  in 
bubble  form.  As  long  as  you  can  keep  this  oil  in  bubble  form,  in  a 
loose  state,  it  moves  freely  between  the  grains  of  sand  and  will  not 
cling  to  them,  and  that  is  the  heart  of  this  conservation  movement, 
keeping  the  pressure  up  by  not  removing  the  oil  faster  than  the  water 
can  infiltrate  into  the  voids. 

What  is  true  of  that  field  is  true  of  every  other  water-driven 
field. 

That  is  the  reason  that  I  mentioned  the  Magnolia  shut-down  in 
Arkansas  and  that  it  responded  in  the  same  way. 

We  never  would  have  known  this  if  we  had  not  been  forced  to 
shut  the  field  in,  because  they  could  not  sell  the  oil.  We  found  out 
by  accident,  to  tell  you  the  truth.  We  had  to  shut  the  field  down  to 
get  control  of  it,  and  so  we  try  to  observe  the  pressure  under  shut-in 
conditions,  because  we  hoped  to  find  many  scientific  facts. 

Mr.  Cole,  Suppose  instead  of  operating  the  field  the  way  you  are, 
you  were  to  adopt  a  method  such  as  the  committee  has  recently  seen 
in  fields,  where  they  are  running  24  hours  a  day.  What  would  be 
the  result  in  this  fine  field  ? 

Mr.  Thompson.  Well,  each  field,  Mr.  Chairman,  will  have  to  be 
studied  itself.     Each  field  is  a  separate  study — even  wells. 

Mr.  Cole.  I  appreciate  that. 

Mr.  Thompson.  But  as  a  general  proposition  you  should  not  pro- 
duce them  faster,  in  a  water-driven  field,  than  the  water  trickles  in 
behind  the  oil,  so  as  to  maintain  your  pressure.  If  the  pressure  is 
taken  off,  the  gas  comes  out  of  the  solution  and  becomes  inert,  and 
you  have  less  recovery  than  if  you  kept  it  under  pressure  and  kept 
the  gas  in  the  solution. 

I  think  that  our  reco'^-ery  estimates  in  general,  the  revision  from 
ly^  billion  to  5  billion  barrels,  is  because  of  the  manner  in  which  the 
field  has  been  handled. 

Mr.  Mapes.  I  want  to  ask  this  some  time,  Mr.  Chairman,  and  I  may 
as  well  do  it  now  as  at  an}^  time. 

In  determining  what  the  pressure  should  be  and  how  fast  the  oil 
should  be  taken  out,  and  how  fast  the  water  wdll  follow  in,  do  you 
do  that  with  your  own  engineers  or  do  you  hold  hearings  such  as  you 
had  on  this  other  question  and  get  the  expert  testimony  of  the  petro- 
leum engineers  and  of  the  companies? 

Mr.  Thompson.  Well,  sir,  we  hold  hearings  once  a  month  on  every 
field  in  the  State.  Then  we  have  hearings  every  day,  sometimes  two 
or  three  hearings  going  on  at  a  time,  on  a  particular  field,  and  we 
have  60  engineers  who  are  constantly  making  checks  themselves;  and 
then  we  compare  with  other  engineers'  work  at  these  hearings. 

Mr.  Mapes.  You  have  60  engineers  in  your  State  commission  ? 

Mr.  Thompson.  Yes,  sir ;  we  have  450  employees  in  the  oil  and  gas 
section  of  the  conservation  branch ;  450  employees. 

Mr.  Mapes.  They  make  independent  findings  of  the  reservoir 
energy  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mapes.  How  fast  is  it  being  dissipated  ? 
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Mr.  Thompson.  We  take  the  East  Texas  field,  ioi  example,  Avhere 
we  check  92  test  \\ells  each  month.  They  must  be  the  same  wells. 
We  do  try  to  determine  what  the  ))ressiire  is.  If  the  pressure  drops 
■we  immediately  reduce  the  rate  of  flow. 

Mr.  Mapes.  Is  it  possible  for  you  to  tell  the  committee  how  trener- 
ally  or  to  what  extent  the  judgment  of  your  State  en<yineers  differs 
from  the  judonient  of  the  engineers  of  the  companies  on  the  question 
of  reservoir  energy^ 

Mr.  Thompson.  They  generally  hit  it  on  clie  head  right  together. 
It  is  an  exact  thing.  The  pressure  is  taken  })y  lowering  a  tube  which 
has  a  recording  instrument  in  it,  and  you  put  that  down  into  the  well 
and  leave  it  there  for  a  certain  ])eriod.  Then  you  take  it  out  and 
open  it  up.  and  the  recording  is  made.  It  is  an  exact  thing.  The 
only  difference  ^^'ould  be  as  the  result  of  an  error  in  your  gage. 

Mr.  Mapes.  So  far  as  the  spacing  of  wells  is  concerned,  that  is  not 
an  exact  science,  is  it? 

Mr.  Thompson.  What  is  that? 

Mr.  Mapes.  The  spacing  of  wells,  exactly  the  way  it  is  done 

Mr.  Thompson.  I  beg  your  pardon.  I  thought  that  you  were  talk- 
ing about  taking  pressure. 

Mr.  Mapes.  I  was;  but  I  am  asking  about  s])acing  of  wells  now. 

Ml-.  Thompson.  Oh,  s]:)acing  is  variously  calculated  by  all  sorts  of 
ideas.    Some  people  want  short  spacing.    Others  want  wide  spacing. 

Mr.  Mapes.  Then,  different  engineers  might  differ  as  to  proper 
spacing  of  wells? 

Mr.  Thompson.  The  chances  are  if  you  had  two  engineers  you 
would  have  two  opinions.    They  are  like  lawyers. 

Mr.  Mapes.  But  you  do  not  think  that  they  can  differ  as  to  reservoir 
energy  ? 

yiv.  Thompson.  That  is  like  taking  the  temperature  of  fever  pa- 
tients. There  might  be  a  difference  or  an  error  in  the  thermometer. 
There  might  be  a  difference  or  an  error  in  the  gage.  But  it  is  an 
exact  thing  if  the  instrument  is  correct. 

On  the  question  of  spacing,  it  is  interesting  to  note,  I  am  sure,  that 
we  have  constantly  in  Texas  gone  to  broader  and  broader  spacing 
until  our  spacing  now  is  1  well  to  every  40  acres,  whereas  years  ago  it 
was  1  well  to  2  acres.  In  fact,  the  State-wide  rule  at  one  time  was  1 
well  to  21/2  acres.  And  you  will  recall  that  we  haA'e  gone  to  1  to  5 
acres;  1  to  10;  1  to  20;  and  1  to  40.  The  operators  in  a  field  endeavor 
to  get  engineering  data  and  take  the  recommendations  of  the  engi- 
neers on  what  would  be  the  proper  spacing  for  that  particular  field. 
If  it  is  a  highly  permeable  and  porous  sand,  wider  .spacing  could  be 
had  tlian  if  it  is  tight  limestone. 

]Mr.  Kelly.  Are  the  new  fields  now  being  developed  on  a  ratio  of 
about  1  to  40  acres  ? 

Mr.  Thompson.  I  would  say  1  to  20,  Mr.  Kelly,  but  not  as  low  as  1 
to  40.  We  have  tried  to  get  them  to  make  them  1  to  40,  because  obvi- 
ously we  have  got  so  many  wells  in  production  that  getting  another 
well  will  not  give  us  any  more  market,  so  we  have  tried  to  have  them 
drill  them  as  wide  apart  as  we  can,  because  our  problem  is  to  find  a 
market  for  the  oil  and  not  to  find  oil. 

I  am  happy  to  say  that  I  am  able  to  tell  you  that  every  well  in  the 
State  is  connected,  selling  its  allowable  each  day.  We  have  no  uncon- 
nected wells  like  Ave  had  ^rhen  you  were  here  before.     I  tliink  we  had 
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about  500  unconnected  wells  when  you  were  here  in  1934,  whereas 
today  we  have  not. 

Mr.  Mapes.  Personally,  I  am  interested  in  this  engineering  staff 
that  you  have. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mapes.  And  the  extent  of  its  work  and  the  ability  with  which 
it  does  its  work.  In  the  different  States  the  provision  for  staffs  has 
a  bearing  on  some  of  the  proposals  in  the  Cole  bill. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mapes.  Has  your  staff  gradually  inei-eased  during  the  years  or 
not  ? 

Mr.  Thompson.  Oh,  yes,  sir;  7  years  ago,  Mr.  Mapes,  we  had  a  very 
small  staff.  We  have  built  it  up  gradually.  For  example,  this  last 
year  we  hired  the  entire  graduating  class  of  the  University  of  Texas 
and  A.  and  M.  College  in  petroleum  engineering;  we  hired"  the  whole 
class.  We  cannot  keep  them  very  long,  because  the  producers  hire 
them  away  from  us  anci  pay  them  more  salary  than  we  are  able  to  pay. 
We  get  more  and  more  engineers  now,  because  petroleum  engineering 
is  becoming  a  very  popular  subject  in  our  university,  because  of  the 
fact  we  are  able  to  give  them  jobs. 

Mr.  Mapes.  What  is  the  average  length  of  time  an  engineer  stays 
with  you? 

Mr.  Thompson.  I  would  say  that  our  average  is  about  11  months,  or 
12  months,  and  by  that  time  a  new  crop  comes  along.  It  is  good, 
though,  to  have  them  hired  away,  because  they  go  into  the  industry 
with  a  full  understanding  of  the  State's  requirements. 

Mr.  Mapes.  They  cannot  be  very  efficient  in  passing  on  these  other 
important  questions. 

Mr.  Thompson.  We  have  head  men,  Mr.  Mapes.  These  young- 
petroleum  engineers  simply  go  out  and  do  the  leg  work  in  the  field, 
making  tests.     Policy  making  is  determined  by  the  head  men. 

Mr.  Mapes.  How  many  experienced  men  do  you  have  on  yoiiv  engi- 
neering staff — that  is,  those  who  have  stayed  on  rather  indefinitely? 

Mr.  Thompson.  I  suppose  we  have  40  permanent  engineers  who 
have  been  there  for  3  or  4  years.  You  see,  the  whole  science  of 
petroleum  engineering  is  so  new  that  you  cannot  get  an  old  head. 
The  chances  are  that  if  you  sent  for  the  head  petroleum  engineer  of 
(me  of  the  big  companies,  some  young  fellow  who  looks  like  he  is  just 
out  of  college  would  respond  as  being  the  head  man.  It  is  a  new 
science.  It  is  just  for  a  few  years  that  tliey  have  been  doing  it.  They 
used  to  say  that  a  petroleum  engineer  Avas  a  geologist  who  had  seen  an 
oil  well.     Now  it  is  an  exact  science. 

Mr.  Mapes.  The  question  which  I  have  in  my  mind  is  this :  To  what 
extent  are  you  able,  with  your  engineers,  to  do  the  work  which  the 
Bureau  of  Mines  might  do  if  the  Cole  bill  were  enacted  ? 

Mr.  Thompson.  We  can  do  it  just  as  good  as  the  Bureau  of  Mines 
or  anybody  else  is  doing  it. 

Mr.  Mapes.  It  does  not  seem  to  me  that  you  could  with  men  who 
are  just  out  of  school  and  who  only  stay  with  you  11  months. 

Mr.  Thompson.  Well,  you  Avould  be  surprised  how  well  we  are 
getting  the  job  done.  We  are  not  looking  for  any  help  in  taking  any 
bottom-hole  pressures  in  Texas.  It  just  simply  consists  of  putting  a 
test  tube  down  in  the  well,  and  a  boy  who  has  graduated  from  college 
can  do  that  just  as  well  and  probably  better  than  some  old  fellow  who 
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has  been  at  it  for  40  years,  but  without  th&  training  wliich  these  young 
])etroleum  engineers  have.  They  come  out  very  well  prepared,  Mr. 
Mapcs,  and  we  give  them  work  during  their  college  career  in  the 
summer  too,  part-time  work,  field  work.  They  are  the  same  type  of 
men  that  the  industry  is  hiring,  Mr.  Mapes.  They  are  the  only  ones 
who  are  available.     They  are  new  men,  young  men. 

Mr.  Cole.  What  is  the  administration  of  your  commission  costing 
the  State  today? 

Mr.  Thompson.  $740,000  a  year.  It  is  not  costing  the  State  that. 
It  is  made  up  from  assessments  from  the  oil  industry  itself. 

j\Ir.  Cole.  That  amounts  to  about  three-tenths  of  a  cent  per  barrel? 

Mr.  Thompson.  That  is  correct. 

I  have  here  a  brief  in  a  recent  case  which  we  had.  I  thought  that 
this  might  be  of  interest  to  the  committee.  It  is  a  very  important 
case.  It  is  an  Humble  case,  the  case  of  Rowan  v.  Nichoh.  These 
questions  to  be  decided  were  who  gets  what  and  how  much.  AVhat 
I  mean  by  that,  is  that  they  argue  before  the  Commission  and  one 
man  says  that  he  is  not  getting  enough  and  somebody  else  is  getting 
too  much.  The  question  is  equalizing  within  the  field.  But.  that  is 
not  a  conservation  problem.  That  is  a  question  of  dividing  up  the 
property,  and  you  never  have  a  perfect  division,  because  no  one  knows 
what  is  under  the  ground,  completely.    It  is  at  best  an  approximation. 

You  know,  we  have  pretty  good  proration  when  everybody  is 
kicking.  That  is  the  best  sign,  when  everybody  thinks  the  other 
fellow  is  getting  more  than  he  is,  and  he  is  not  getting  enough. 
That  is  just  a  fine  situation. 

Mr.  IvELLY.  Colonel,  what  about  the  Illinois  situation,  what  effect 
does  that  have  on  the  other  oil-producing  States? 

]Mr.  Thompson.  I  beg  your  pardon. 

Mr.  Kelly.  With  the  State  of  Illinois  operating  the  way  they  are, 
without  any  oil  laws  whatsoever,  what  effect  does  that  have  upon  the 
production  of  oil  in  other  States,  including  your  own  State? 

Mr.  Thompson.  Mr.  Kelly,  you  have  just  asked  me  the  question  of 
what  effect  other  oil  States  that  do  not  have  laws  have  on  us.  Is  that 
the  question? 

jNIr.  Kelly.  That  is  right;  yes. 

Mr.  Thompson.  I  will  say  this,  that  the  best  illustration  is  Illinois. 
Illinois  has  made  her  own  way  in  the  oil  picture.  If  you  had  had  some 
kind  of  a  viselike  control,  the  new  discoveries  of  oil  fields  in  Illinois 
would  not  have  made  themselves  immediately  available  to  the  market. 
They  could  not  have  broken  into  the  market,  and  I  think  it  is  highly 
desirable  that  we  have  a  flexible  system  so  that  wlien  a  new  field  or  a 
new  State  brings  in  fields,  it  will  work  itself  into  the  production 
picture  by  finding  itself  a  market  at  the  most  readily  available  places, 
like  Illinois  has  in  Chicago,  with  a  great  market  right  there  at  hand, 
and  I  think  that  it  is  perfectly  proper  and  fair  to  the  people  that 
Illinois  should  have  that  market  near  at  home,  just  like  Fort  Worth 
and  Dallas  were  mai'kets  for  the  nearbv  fields  in  Texas. 

I  will  say  this,  we  were  not  so  fast  about  getting  along  with  this 
thing  ourselves.  It  has  ahvays  been  a  slow  process  and  it  took  years — 
took  Texas  years  and  years  to  develop  it — and  I  feel  sure  that  Illinois 
will  find  out  the  value  of  conservation  and  will  in  a  short  time  pass 
a  law,  and  they  will  probably  not  lose  more  than  1  or  2  or  3  percent 
of  the  recovery  that  they  could  have  gotten,  in  finding  it  is  desirable 
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to  have  good  conservation  laws.  And  they  will  learn  that  themselves. 
Besides,  that  is  the  only  way  that  a  law  is  good,  and  the  people  of 
the  State  come  to  learn  that  there  is  a  value  from  the  law ;  that  there 
is  some  good  in  it.  Otlierwise  you  just  liave  something  imposed  by 
force  Avithout  understanding  by  the  people.  Our  State  has  become 
thoroughly  sold  on  conservation  but  it  took  a  long  time  to  do  it. 
Even  tlie  smallest  man  used  to  kick  a  lot.  He  was  prosperous.  And 
there  are  2,000  more  of  them  than  there  were  when  you  were  here 
before.  Their  numbers  have  increased,  but  they  are  all  getting  along 
pretty  well.  They  do  not  get  much  per  year,  or  per  day,  but  tliey  get 
a  little  every  day  and  it  will  last  for  a  longer  time. 

So,  I  have  no  kick  about  Illinois,  because  in  time  they  will  have  a 
law  and  will  have  made  their  place  in  the  picture,  and  the  rest  of 
the  States  can  come  down  in  their  production  so  as  to  make  room  for 
it,  as  witness  the  fact  from  mv  testimony,  that  the  total  indicated 
market  demand  is  3,600,000  and  production  3,590,587  barrels.  So, 
the  whole  Nation  is  producing  just  what  it  should.  The  other  States 
will  just  have  to  come  down  a  little  bit,  because  naturally  that  oil 
formerly  came  from  Texas  or  Kansas  which  is  now  being  supplied  by 
Illinois.  It  probably  ought  to  be  supplied  by  nearer  sources.  So,  I 
have  no  complaint  at  all.  It  gives  us  that  competition  between 
States  that  is  highly  desirable ;  keeps  the  thing  in  good  kelter,  instead 
of  having  a  perfect  set-up  of  regimented  States  where  everything  has 
to  be  just  according  to  the  rules. 

We  want  that  free  interplay  of  competitive  force,  enterprise,  and 
competition. 

Mr.  Kelly.  It  has  had  its  effect  on  the  price  of  oil  today,  has  it  not? 

Mr.  Thompson.  It  has  probably  made  it  more  reasonable.  It  has 
had  a  wholesome  effect.  The  oil  business  is  making  money.  One 
dollar  and  ten  cents  a  barrel  is  the  price  in  Texas,  and  I  told  you 
that  they  were  buying  every  farm  that  was  for  sale,  and  every  ranch 
that  is  for  sale  in  the  State.  When  you  now  see  a  new  fence  in  Texas, 
you  can  bet  that  an  oil  man  has  bought  that  farm.  He  is  the  only 
man  who  can  build  a  fence. 

This  map  here,  or  this  chart  [Exhibiting  chart]  is  a  continuous  one, 
gentlemen.  That  makes  itself  [indicating-].  I  mean  that  each  month 
we  extend  here  the  month's  performance. 

This  East  Texas  field  is  shown  here.  The  pressure  may  be  stepped 
back  to  1933  when  the  production  was  635,000  barrels  per  day.  You 
will  notice  that  the  production  was  635,000  barrels  per  day  there  and 
that  the  pressure  was  going  down  in  a  most  definite  manner.  At  that 
time  the  pressure  in  the  field  was  1,240  pounds  per  square  inch.  It 
dropped  in  30  days  to  1,201  pounds,  a  39-pound  drop  in  30  days  when 
produced  at  the  rate  of  635,000  barrels  per  day.  There  we  saw  the 
pressure  going  down  very  fast  and  it  continued  to  come  down,  and 
if  it  had  continued  to  come  down  at  that  rate  it  would  be  on  the  pump 
in  a  few  months. 

As  a  matter  of  fact,  as  you  remember,  they  were  saying  that  the 
East  Texas  field  would  be  on  the  pump  in  a  few  months,  when  you 
were  here  before,  and  several  companies  equipped  thousands  of  their 
wells  with  standardized  pumping  equipment,  getting  ready  to  pump 
the  oil  field  when  the  time  came,  and  the  day  was  fast  approaching. 
Those  pumps  have  not  turned  a  wheel.  There  are  thousands  of 
them,  gentlemen,  that  were  put  in  there  since  1933  and  1934,  but  it 
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has  never  been  necessary  to  use  them  because  nature  has  been  furnish- 
ing tlie  power,  which,  in  order  words,  we  have  conserved  by  doing 
what  we  have  done.  By  reducing  the  daily  allowable,  we  have  cut 
the  635,000  barrels  down  to  569,000,  and  restored  the  bottom-hole 
pressure,  and  built  it  back  up  to  1.240  pounds.  That  is  just  Avhat  I 
was  explaining  a  minute  ago  here.  The  proof  of  that  is  ascertained 
by  testing  these  92  wells.  We  use  the  same  wells  so  as  to  get  the 
same  relative  ccmdition.  The  wells  are  scattered  from  one  end  of 
the  field  to  the  other  on  grid  lines  4  miles  apart,  so  that  we  get  a 
general  picture. 

So,  you  see.  as  we  continued  to  reduce  the  rate  of  flow  down  from 
635,000  barrels  a  day  to  405,000  there  [indicating  on  map],  we  con- 
sequently built  the  pressure  up,  and  not  only  that,  but  we  have  kept 
the  pressure  up.  Jiy  slowing  down  withdrawals  and  letting  the  water 
catch  up,  we  have  built  the  i)ressure  back  uj)  and  if  time  had  been 
given  it  would  have  built  back  to  virgin  pressure,  because  that  is  the 
way  nature  made  the  pressure  in  the  beginning. 

So  this  map  shows  clearly  what  happened  day  in  and  day  out, 
month  in  and  month  out,  year  in  and  year  out. 

We  have  kept  on  building  this  chart  up,  according  to  the  case.  It 
is  like  a  doctor  looking  at  the  chart  of  a  patient  in  a  hospital,  to  see 
how  his  fever  goes  up  or  down.  This  is  our  fever  chart.  If  the 
pressure  goes  down  that  is  a  sign  for  use  to  reduce  the  rate  of  flow ; 
cut  down  the  production. 

This  here  shows  the  shut-down,  when  we  had  the  shut-down  in 
xVugust.  We  could  not  shut  completely  down,  because  with  any  well 
making  water,  of  course,  you  had  to  keep  on  producing  it  so  that  the 
water  would  not  take  the  well.  You  cannot  have  a  perfect  shut- 
down— com])lete  shut-down — but  we  reduced  production  to  202,000 
barrels  in  August  and  the  pressure  built  up  47  pounds.  You  see 
what  occurred  [indicating  on  chart]  ?  That  just  proves  what  I 
have  been  talking  about  all  along.  If  you  reduce  the  rate  of  flow 
you  reduce  the  decline  of  pressure.     It  is  built  up. 

The  ideal  would  be  to  have  a  rate  of  flow — the  ideal  would  be  a 
rate  of  production  for  the  total  field  that  would  keep  the  pressure 
constant,  neither  going  up  nor  down,  as  is  illustrated  bv  the  Conroe 
field. 

This  chart  shows  the  Conroe  field,  a  field  in  south  Texas,  and  one 
of  the  best-operated  fields,  I  suppose,  you  will  find  anywhere.  This 
field  was  drilled  in  a  regular  ])attern,  one  well  to  20  acres.  The  rules 
for  the  field  were  written  promptly  upon  discovery  of  the  field  and 
you  see  what  happened  to  the  pressure.  We  kept  the  rate  of  pro- 
duction constantly  down.  Now  that  field  is  producing  28,000  barrels 
])er  day  and  the  pressure  still  stands  2,066  pounds.  You  will  see  that 
there  is  almost  a  steady  line  there,  illustrating  that,  and  that  is  almost 
an  ideal  picture.  That  is  fine.  There  is  not  an  engineer  in  the  world 
who  could  depict  a  more  perfect  situation  than  is  reflected  by  that. 

Mr.  Cole.  Where  is  August  1939  shown  on  that  ? 

Mr.  Thompson.  August  1939? 

Mr.  Cole.  Yes. 

Mr.  Thompson.  Well,  we  have  not  brought  that  up  to  that  date, 
to  the  time  of  the  shut-down.  The  pressure  was  increased  appre- 
ciably. Mr.  Chairman. 
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Here  is  the  Van  field.  I  am  sorry  that  we  did  not  brino-  that  up 
to  date,  complete  it  to  the  time  of  the  shut-down,  but  it  retleets  the 
same  sort  of  situation  as  is  shown  in  the  Maonolia  fiehl  in  Arkansas. 

Tlie  Van  field  shows  a  splendid  picture.  The  present  situation, 
the  bottom-hole  pressure  is  illustrated  by  the  red  line,  being  almost 
solid. 

The  Thompson  field  even  shows  a  better  picture  than  the  Con  roe. 
You  see  that  is  almost  a  straight  line,  2,300  pounds  pressure  still 
there  after  29,671,000  barrels  of  oil  have  been  produced.  Twenty- 
nine  million  barrels  of  oil  have  already  been  produced  out  of  that 
field  in  7  years  and  the  pressure  still  stands  at  2,325  pounds  per 
square  inch. 

The  Yates  field  out  in  west  Texas  clearly  illustrates  what  I  have 
been  telling  you. 

Here  is  a  field  that  the  experts  said  was  a  gas-drive  field;  posi- 
tively was  not  a  water-drive.  Well,  we  kept  rectucing  the  field,  and 
we  reduced  it  from  139,000  barrels  a,  day.  We  had  to  cut  it  clown, 
because  wells  Avere  coming  in  in  new  fields  and  as  each  well  came  in 
we  would  have  to  reduce  it.  It  Avas  reduced  until  it  got  down  to  as 
low  as  15,000  barrels  a  day.  And,  when  we  did  that,  you  will  notice 
that  the  pressure  began  to  build  up,  and  the  chief  engineer  for  that 
field,  Mr.  Gregory,  a  very  efficient  one  too,  caine  to  our  conunission 
and  said,  'T  nuist  admit  that  the  Yates  field  is  a  Avater-driven  field, 
because  the  pressure  Avould  not  build  up  unless  you  had  something 
moving  in  to  build  up  the  pressure."  The  reason  they  had  not  known 
that  before  was  that  they  ne\^er  had  slowed  doAvn  enough  to  let  the 
Avater  move  in  and  keep  the  pressure  up. 

Thr(mghout  the  history  of  production  Ave  have  been  in  such  a 
hurry  to  get  the  oil  out  that  we  did  not  let  nature  do  the  job.  Nature 
Avill  help  you  greatly  if  you  will  just  let  lier  have  a  chance  to  perform. 
On  the  other  hand,  she  takes  a  terrific  toll  Avhen  abused. 

We  have  been  ]noducing  oil  fields  so  fast  that  the  Avater  did  not 
have  a  chance  to  ever  catch  up.  But  here  is  an  illustration  of  a  field 
M-hich  they  thought  Avas  gas  driven  and  it  turned  out  to  be  Avater 
driven,  because  the  j^ressure  built  u]). 

]\[r.  Mapes.  Mr.  Chairman,  may  I  interrupt  there? 

Mr.  Cole.  Mr.  Mapes. 

Ml'.  Mapes.  Can  the  engineers  tell  with  much  accuracy  whethei-  the 
leservoir  energy  is  supplied  by  gas  or  water? 

Mr.  Thompson.  Aftei'  study  and  calculation.  It  takes  time  and 
study.     You  measure  that  by  the  gas-oil  relationship. 

Mr.  Mapes.  It  acts  exactly  the  same  as  Avater? 

Mr.  Thoaipson.  Yes,  sir;  but  it  takes  a  little  time  to  determine  it. 
I  would  say  that  it  is  about  as  accurate  as  a  fever  chai1  of  a  patient. 

Mr.  Mapes.  Your  staff  does  that  the  same  as  it  does  with  the  Avater 
pressure? 

Mr.  Thompson.  Oh;  yes,  sir.  We  collect  Avhat  the  industry  engi- 
neers'" figures  are.  and  A^erify  their  figures.  We  take  our  hearings 
uiuler  oath.     I  have  co])ies  of  all  of  these  charts  for  the  committee. 

Mr.  Mapes.  As  I  recall  some  of  the  testimony  taken  before  the  com- 
mittee in  the  early  part  of  November,  some  one  said  that  10,000  cubic 
feet  of  gas  was  used  for  lifting  one  barrel  of  crude  oil  in  some  field 
in  Texas.     What  do  you  say  about  thatf 
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Mr.  Thompson.  Well,  we  have  some  where  it  is  100,000  cubic  feet 
to  the  barrel.  It  all  depends  upon  the  situation  and  the  location  of 
the  well,  and  the  structure.  You  might  have  two  wells  in  the  same 
field,  one  out  on  the  edge,  one  well  out  there  where  the  gas-oil  ratio 
would  be  very  different  from  what  it  is  in  the  center  of  the  field,  and 
would  take  a  great  deal  more  gas.  Naturally,  the  well  out  on  the 
edge  requires  more  gas  to  produce  the  oil.  You  have  a  varying  ratio 
w^ithin  the  same  field. 

Mr.  Mapes.  Is  that  wasteful  production  or  use  of  gas? 

Mr.  Thompson.  No. 

Mr.  Mapes.  AVhere  it  takes  100,000  cubic  feet  of  gas  to  produce  one 
barrel  of  oil  ? 

Mr.  Thompson.  I  could  not  tell  you.  It  depends  upon  what  they 
are  doing  with  the  gas.  If  they  are  reintroducing  the  gas  back  into 
the  pressure,  you  are  not  wasting  it  at  all,  and  that  is  a  new  and 
accepted  way  to  do  it,  reintroduce  the  gas  back  into  the  structure 
after  you  produce  the  oil.  Take  in  the  East  Texas  field.  When  you 
were  over  there  in  1934 

Mr.  Mapes.  That  is  done  without  waste  ? 

Mr.  Thompson.  Yes,  sir;  it  can  be  done  to  a  higher  degree  of  suc- 
cess and  it  is  an  approved  way. 

Mr.  Mapes.  Why  are  they  not  doing  it  up  in  the  Illinois  fields  ? 

Mr.  Thompson.  They  just  have  not  got  to  it  yet.  It  takes  a  little 
time.  You  cannot  have  perfection  in  this  thing  in  a  few  months.  I 
am  telling  you  we  are  just  finding  these  things  out. 

Mr.  Kelly.  They  are  doing  it,  Mr.  Mapes,  in  the  Louden  field. 

Mr.  Mapes.  Yes. 

]Mr.  Kelly.  We  saw  some  operations  there  where  that  was  done. 

Mr.  Mapes.  But  not  in  the  Salem  field. 

Mr.  Thompson.  We  do  not  require  it  in  Texas.  I  mean  the  law  does 
not  require  it,  but  good  operating  practice  requires  it  in  Texas. 

Mr.  Mapes.  Do  you  not  think  that  the  law  in  Texas  ought  to  be 
amended  to  such  an  extent  that  they  would  include  that  ? 

Mr.  Thompson.  Require  repressuring  ? 

Mr.  Mapes.  Yes. 

Mr.  Thompson.  It  may  be  that  the  gas  is  needed  for  light  and  fuel. 
A  great  many  peo]:)le  kick  because  of  the  fact  that  gas  is  being  used 
by  the  carbon-black  plants  and  they  are  making  carbon  black  out  of 
gas.  Carbon  black  is  needed  for  automobile  tires  to  enable  us  to  get 
25,000  miles  instead  of  500. 

So  it  is  just  a  question  of  what  somebody  has  in  his  own  mind  as 
to  what  is  a  utility. 

Mr.  Mapes.  Some  States  prohibit  the  use  of  gas  for  making  carbon 
black. 

Mr.  Thompson.  That  is  correct,  because  their  supply  would  be 
playing  out.  But,  on  the  other  hand,  you  have  great  areas  where 
there  would  not  be  any  market  at  all  if  they  were  not  permitted  to  use 
gas  for  carbon  black.  Shall  we  say  that  we  will  close  the  gas  wells 
down  and  not  use  that  for  any  purpose?  For  instance  we  have  sour 
gas,  which  cannot  be  used  for  anything  except  carbon.  That  gas  has 
a  hifih  degree  of  sulphur,  such  a  high  degree  that  it  cannot  be  used 
for  light  and  fuel.    So  it  is  used  for  making  carbon  black. 

By  the  way,  the  gas  which  was  being  wasted  in  the  Panhandle  when 
you  gentlemen  went  up  there  4  years  ago  has  been  reduced  93  percent. 
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So  we  are  solving  all  of  these  problems  as  fast  as  human  beings  can 
work, 

I  have  a  copy  of  all  of  these  maps  and  charts  for  the  committee  in 
miniature,  which  I  will  be  glad  to  submit. 

Mr.  Mapes.  Is  there  any  field  now  that  is  using  its  gas  exclusively 
for  the  gasoline  that  they  can  make  out  of  it  ? 

Mr.  Thompson,  There  are  many  fields  where  they  are  taking  the 
gas  that  is  produced  from  the  oil,  extracting  the  gasoline  and  re- 
turning it. 

Mr.  Mapes.  Fields  such  as  those  in  the  Panhandle  of  Texas  ? 

Mr.  Thompson.  Some. 

Mr.  Mapes.  Such  as  we  saw  .5  years  ago? 

Mr.  Thompson.  But  you  need  that  natural  gasoline  to  tone  up  other 
gasolines.     It  is  very  desirable,  a  highly  useful  commodity. 

Mr.  Mapes.  I  do  not  know  that  I  make  myself  clear  or  whether  you 
understand  me. 

Mr.  Thompson.  Perhaps  I  do  not  understand. 

Mr,  Mapes,  As  I  understand  it,  in  1934  the  Panhandle  people  were 
producing  gas  and  letting  it  all  waste,  except  that  part  that  they  could 
convert  into  gasoline. 

Mr.  Thompson.  That  has  been  remedied  to  the  extent  of  93  percent, 

Mr.  Mapes.  Now,  I  ask  are  there  any  fields  where  that  is  being  done 
at  present? 

Mr.  Thompson.  No;  there  are  not;  not  in  Texas.  As  a  matter  of 
fact,  our  picture  is  getting  increasingly  better.  We  can  always  im- 
]:)rove,  and  we  are  constantly  doing  it.  We  have  no  well  in  the  State 
wdiich  is  not  under  proration.  Every  field  in  the  State  is  prorated. 
Everybody  is  selling  their  oil  each  day ;  selling  less  and  less  per  well, 
because  more  and  more  wells  are  drilled;  but,  on  the  other  hand,  we 
do  not  need  to  regulate  the  drilling  of  wells,  because  they  will  finally 
get  so  many  some  day  that  they  cannot  make  any  profit  out  of  it,  and 
then  they  will  quit  and  wait  until  the  oil  is  needed  and  then  drill  some 
more.  That  is  a  good  thing,  because  it  is  that  profit  motive  thing 
that  we  live  by  in  America  anyhow,  and  if  a  man  gets  10  wells  and  is 
getting  20  barrels  a  day,  if  he  drills  20,  he  will  get  10  barrels.  It  is 
fundamental.  He  is  just  putting  more  money  into  the  ground  and 
getting  less  and  less.  That  is  what  they  are  doing,  drilling  more  and 
more  wells  and  getting  less  and  less  oil  per  well ;  but  it  makes  business 
for  the  pipe  people  and  labor,  and  drillers,  and  spreads  money  around. 

Mr,  WoLVERTON,  Colonel  Thompson,  you  are  acquainted  with  the 
reasons  which  have  been  advanced  by  Secretary  Ickes  and  others  for 
the  enactment  of  this  legislation  ? 

Mr,  Thompson,  No,  sir;  I  have  not  had  an  opportunity  of  checking 
that  up, 

Mr,  WoLVERTON,  What  help  can  you  be  to  the  committee,  then,  in 
ascertaining  whether  a  need  exists  for  this  legislation  and  if  need 
exists  whether  it  should  be  Federal  legislation  or  State  legislation? 
That  is  the  phase  of  this  proposed  legislation  that  I  am  interested  in 
at  this  time.  It  is  all  very  interesting,  of  course,  to  hear  the  efficiency 
with  which  the  Railroad  Commission  of  Texas  has  handled  this 
situation.     That  is  to  be  expected  with  a  man  like  you  at  its  head. 

Mr.  Thompson.  Thank  you. 

Mr.  WoLVERTON.  And  the  associates  of  yours  on  the  commission ;  but 
in  view  of  this  new  legislation  that  has  been  suggested,  and  requested 
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by  the  President  and  by  Secretaiy  Ickes,  I  am  anxious  to  know  from 
men  snoli  as  yourself  who  have  had  a  hirge  experience  in  this  matter,  as 
to  whether  tlie  reasons  tliat  liave  been  advanced  for  this  legislation 
justify  its  enactment. 

Mr.  Thompson.  Of  course.  I  lead  carefully  the  trade  journals  and 
everything  that  comes  out  that  affects  the  tiling  that  I  am  daily 
working  on,  namely,  regulation  of  oil  and  gas  production,  and  I  read 
everything  I  can  get  hold  of  about  it. 

Mr.  WoLVEiJTON.  I  assume  that  Secretary  Ickes  and  tlie  President  are 
familiar  with  the  work  that  your  commission  has  done  from  a  conser- 
vation standpoint.  You  have  been  a  frequent  visitor  at  the  White 
House,  and  if  we  are  to  judge  by  the  public  ])ress.  carried  messages 
from  the  AVhite  House  to  different  conferences. 

It  seems  rather  strange  to  me  that  in  view  of  the  studies  that  you 
have  made  of  this  subject,  that  you  are  not  able  to  tell  us  whether 
the  reasons  that  have  been  advanced  for  the  legislation  are  justified. 
That  is  wliat  I  am  anxious  to  hear  from  somebody. 

Mr.  Thompson.  Well,  of  course,  all  I  know  is  what  I  read  in  the 
newspapers  and  Secretary  Ickes  says  that  he  wants  to  have  control 
of  the  oil  business. 

Mr.  Wolm^:rton.  Secretary  Ickes  has  testified  before  this  committee 
and  others  from  the  different  departments  in  Washington,  and  that 
has  all  been  made  a  matter  of  record.  It  has  been  pi-esented.  That 
testimony  was  taken  in  Washington  preliminarily  to  the  hearings  of 
t]ie  different  State  regulatory  bodies  in  order  that  they  might  know 
the  viewpoint  of  the  administration  in  this  matter,  so  that  they  would 
come  before  the  committee  prepared  to  answer  charges  that  have 
been  made  and  in  that  way  this  committee  would  be  able  to  hear 
views  pro  and  con  on  the  subject  and  it  would  permit  a  proper  dis- 
cussion of  it.  As  I  say,  it  is  a  bit  disappointing  to  me  that  your 
testimony  has  not  taken  on  more  of  that  character  in  informing  this 
committee  wherein  the  Department  is  in  error  in  asking  for  this 
legislation,  if  it  is  in  error. 

Mr.  Thompson.  I  was  in  hopes  we  would  be  able  to  see  the  Gov- 
ernment's case  before  we  had  to  prepare  our  own. 

Mr.  WoLVERTON.  I  thought  you  had. 

Mr.  Thompson.  I  have  not  had  that  opportunity  and  we  want  to 
have  a  meeting  of  the  Interstate  Compact  Commission  to  ])repare  our 
case  and  answer  eacli  and  every  allegation  as  we  would  in  a  petition 
and  answer,  and  that  is  what  we  still  hope  we  will  have  an  oppor- 
tunity of  doing,  and  we  intend  to  have  a  meeting  of  the  Compact 
Commission  and  all  of  the  States  having  an  opportimity  to  study  it 
so  that  every  phase  will  be  covered  in  reply,  just  like  you  have  men- 
tioned. 

I  think  you  are  entirely  right,  but  you  cannot  make  a  case  on  what 
you  read  in  the  papers.     I  cannot. 

Mr.  Wol\t:rton.  I  assumed  that  the  testimony  having  been  taken 
and  reduced  to  print,  that  you  folks  had  had  an  opportunity  to  see  it. 

Mr.  Thompson.  I  read  in  the  papers  where  Secretary  Ickes  said 
that  he  was  sorry  to  tell  the  committee  that  the  States  had  not  done 
as  good  a  job  as  he  had  hoped  would  be  done.  I  am  trying  to  refute 
that.     I  think  a  workmanlike  job  has  been  done  in  Texas. 

Mr.  WoLVERTON.  I  agree  with  you  that  you  had  not  expected  to 
base  your  case  entirely  upon  what  Secretary  Ickes  says  to  the  press. 
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Mr.  Thompson.  AYeli,  that  is  it.  I  have  not  had  the  record  and 
I  did  hope  to  have  a  chance  to  read  it,  and  I  will  do  anything  that  is 
required  to  get  a  copy  of  it.  Is  a  copy  avaiUible;  is  a  copy  of  the 
transcript  thus  far  made  available? 

Mr.  WoLVERTON.  I  thought  that  it  was. 

Ml-.  Thompson.  I  am  sure  that  we  have  not  seen  it. 

Mr.  Cole.  I  might  say  that  there  were  a  number  of  copies  furnished 
by  the  reporter.    Who  got  them  I  do  not  know. 

Mr.  Thompson.  I  am  sorry,  Mr.  Chairman,  but  I  have  not  had  it. 
How  is  it  possible  to  get  one  so  as  to  make  this  case '':  I  would  love  to 
answer  each  and  every  allegation. 

Mr.  Mapes.  Mr.  Chairman,  may  I  call  Colonel  Thompson's  attention 
to  some  of  the  testimony?  From  your  opening  statement  I  thought 
that  you  had  not  seen  the  testimony  that  was  taken  by  the  committee 
in  November. 

Mr.  Thompson.  No,  sir.    I  regret  that  I  have  not. 

Mr.  Mapes.  I  regret  that,  too. 

Mr.  Thompson.  I  am  sorry,  but  we  just  did  not  have  it. 

Mr.  Mapes.  But  your  State  occupies  such  a  prominent  ]3osition  in 
the  producticm  of  oil  and  you  individually  have  been  studying  this 
problem  so  much  and  so  long,  I  thought  that  I  would  like  to  call  your 
attention  to  some  statements  that  were  made  before  the  committee, 
particularly  as  relates  to  Texas,  and  see  wdiat  your  answers  to  them 
would  be.  "^  For  example,  one  of  the  witnesses,  Mr.  McLaughlin,  had 
this  to  say.  It  is  along  the  line  of  the  questions  that  I  asked  you  about 
your  engineering  staff.  This  is  a  paragraph  numbered  2.  I  am  not 
sure  where  it  will  come  in  the  printed  hearings.     I  quote  : 

2.  Inability  to  use  best-known  engineering  methods. 

As  an  example  (»f  inability  to  use  scientific  advice  under  proration  scliemes,  take 
simply  the  matter  of  number  of  wells  needed  to  recover  eliii  iently  the  oil  from 
the  great  East  Texas  Reservoir,  a  pool  underlying  nearly  IB.j.iMDO  acres. 

As  already  stated,  an  exijert  consulting  petroleum  geologist  familiar  with  the 
field  has  estimated  that  3,000  wells,  or  1  to  45  acres,  would  certainly  have  been 
sufficient,  although  comparisons  with  Persian  experience  suggests  the  possibility 
that  under  unitary  direction  no  more  than  300  wells,  or  1  to  450  acres,  might  have 
recovered  the  1933  peak  volume  of  206,000,000  barrels,  if  under  controlled  condi- 
tions it  had  seemed  desirable  to  produce  that  amount. 

Now,  briefly,  he  had  said  that  3,000  wells  would  have  produced  the 
optimum  amount  in  the  East  Texas  field  and  that  there  were  as  a  mat- 
ter of  fact  23,000  wells  in  the  field  and  the  estimates  were  that  tliere 
would  be  about  7,000  more  drilled.  That  is  pretty  nearly  10  times  the 
necessary  number.  And  he  goes  on  to  give  the  estimated  waste  of 
money  in  the  putting  doAvn  of  that  number  of  wells. 

He  says  elsewhere  in  his  statement : 

Yet  that  great  oil  reservoir  has  already  been  punctured  by  23,000  additional  Itut 
unnecessary  producing  wells  at  an  added  cost  in  excess  of  $300,000,000.  Moreover, 
it  has  been  estimated  that  a  further  7,000  wells  will  be  sunk  in  that  field.  Capital 
wasted  in  East  Texas  as  a  result  of  that  kind  of  competitive  development  allowed, 
encouraged  by  regulatory  efforts  will  approach,  if  not  exceed,  $400,000,000. 
Moreover  a  large  sum  will  be  spent  in  operating  these  30,000  or  so  unnecessary 
wells,  so  that  wa.ste  materials  and  labor  in  the  East  Texas  field  eventually  may 
well  exceed  .$1.0ll(t,(iUO,<>oO — to  say  nothing  of  the  funds  invested  in  extra  storage 
and  transportation  facilities  necessitated  by  flush  productitm. 

What  is  your  comment  on  those  statements  ? 

Mr.  Thompson.  Hindsight.  His  hindsight  is  better  than  his  fore- 
sight.    It  is  very  easy  after  a  field  is  developed  fully  for  some  fellow 
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to  sit  down  and  see  how  it  could  have  been  done  better.  If  most  of  us 
were  to  live  our  lives  over  we  would  do  a  better  job,  if  we  could  just 
start  over  knowing  all  that  we  do. 

Actually  when  the  East  Texas  field  w^as  brought  in,  Congressman 
Mapes,  we  thought  that  it  was  three  fields  and  for  years  they  were 
carried  as  the  Joinerville  area,  the  center,  and  northern  fields.  And,  it 
took  the  drilling  of  thousands  of  wells  to  show  the  people  in  the  indus- 
try itself  that  oil  was  in  between  those  three  different  fields  and 
throughout  the  130,000  acres,  and  we  are  even  yet  adding  areas  by  addi- 
tional drillings  and  perhaps  this  man  thinks  that  it  is  foolish  for  people 
to  drill,  but  they  go  ahead  and  extend  the  field.  They  have  extended  it 
from  30,000  acres  to  130,000,  and  they  have  done  it  by  drilling  wells, 
drilling  one  here  and  one  there,  and  if  people  want  to  spend  their  money 
drilling  wells  on  their  land  they  still  have  a  right  to  do  it  under  the 
law  of  Texas,  thank  goodness,  and  they  are  not  prohibited  just  because 
some  fellow  says  they  ought  not  to  be  drilled.  We  still  let  a  man 
drill  wherever  he  pleases  if  he  follows  the  rules,  and  the  rule  when  the 
field  came  in  was  1  well  to  21/0  acres.  That  was  the  State-wide  law 
or  rules.  We  did  not  know  then  as  much  as  we  know  now.  We 
thought  then  that  the  thing  to  do  was  if  a  man  drilled  a  well,  to  im- 
mediately offset  it  on  your  property.  Say  if  I  drilled  a  well  within  25 
feet  of  my  line  then  the  law  and  the  custom  of  the  business  required 
that  you  should  drill  one  on  your  land  directly  opposite,  equidistant 
from  the  line,  as  an  offset  from  that  and  as  a  matter  of  fact  if  you 
had  a  lease  on  my  property  I  would  require  you  to  drill  a  direct  equi- 
distant offset  or  you  w^ould  lose  your  lease.  So,  these  wells  were  drilled 
because  other  wells  required  it. 

Mr.  Mapes.  As  I  understand  it,  the  sponsors  of  this  legislation  want 
the  Federal  Government  to  have  the  right  at  least  to  prevent  that,  if 
the  States  pass  such  laws  as  that. 

Mr.  Thompson.  Yes ;  I  suppose  they  want  us  w^hen  a  field  is  brought 
in,  like  they  did  in  1934  when  Cayuga  was  discovered,  to  go  out  and 
fix  an  six  wells  as  all  that  may  be  drilled  that  year  in  that  field.  Of 
course,  it  does  not  get  anywhere,  thank  goodness,  because  the  Supreme 
Court  knocked  that  out  and  set-ups  under  it  and  all  that  had  been 
attempted,  because  some  field  had  been  developed,  like  somebody 
though  it  ought  to  be  developed,  rather  than  to  have  the  people  develop 
and  take  care  of  these  fields. 

The  best  answer  to  that  man's  testimony  there  is  the  East  Texas  field 
and  the  record  of  the  field  itself  which  is  going  to  produce  31/2  billion 
barrels  more  than  the  best  minds  in  the  industry  thought  that  it  would ; 
31/2  billion  barrels  dividend,  and  I  think  the  additional  wells  helped 
in  a  large  measure  in  getting  that  additional  oil,  because  our  engineers 
found  out  very  definitely,  Mr.  Mapes,  that  95  percent  of  the  propulsion 
energy  in  the  "mouth  of  the  well  is  expended  in  the  first  15  feet  and  only 
5  percent  is  exerted  beyond  50  feet,  so  that  it  may  very  well  be  that  it 
is  good  sound  conservation  to  drill  wells  spaced  close  togethed.  Drill- 
ing them  widely  apart  is  an  economic  measure ;  saves  money.  We  are 
not  concerned  in  the  saving  of  money.  We  are  concerned  in  our  efforts 
in  the  conserving  of  oil,  tliat  the  last  barrel  shall  be  produced  and  the 
least  amount  left  in  the  ground  never  to  be  recovered.     If  you  will 

Mv.  Mapes.  I  think  it  is  fair  to  say  that  the  Secretary  of  tlie  In- 
terior in  his  statement  before  the  committee  said  very  definitely  that 
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he  favored  State  laws  and  thought  every  State  ought  to  pass 
these  laws,  and  that  the  purpose  of  the  Cole  bill  which  was  intro- 
duced at  the  request  of  the  President  by  the  chairman  of  this  com- 
mittee, was  not  in  any  way  to  limit  the  authority  of  the  States;  but 
to  make  it  possible  for  the  Petroleum  Commissioner  created  by  the 
Cole  bill  to  cooperate  with  the  State  authorities  only  in  the  prevent- 
ing of  wasteful  production  of  oil. 

And  I  think  the  Secretary  empliasized  in  his  testimony  at  differ- 
ent }X)ints  that  there  was  no  thought  of  limiting  production,  but 
simply  preventing  the  wasteful  production. 

Mr.  Thompson.  Well,  if  there  should  be  a  difference  of  opinion 
between  the  State  authorities  and  the  Federal,  who  would  prevail? 

Mr.  Mapes.  Well,  the  Federal  authority  would  prevail. 

Mr.  Thompson.  Well,  that  means  that  State  sovereignty  would  go 
out  of  the  window.  We  would  get  along  fine  as  long  as  we  did  what 
Mr.  Ickes  said. 

Mr.  Mapes.  Not  necessarily.  I  think  that  there  is  a  lot  of  coop- 
eration  

Mr.  Thompson.  We  have  wonderful 

Mr.  Mapes   (continuing).  Between  State  and  Federal  authorities. 

Mr.  Thompson.  We  have  wonderful  cooperation. 

Mr.  Mapes.  Outside  of  the  oil  industry. 

Mr.  Thompson.  Yes ;  and  we  have  it  in  oil,  too. 

Mr.  Mapes.  I  wondered  if  you  or  the  other  State  commissioners 
and  the  industry  itself  have  given  any  thought  to  the  question  of 
getting  by  with  a  piece  of  legislation  that  is  as  easy  as  this. 

Mr.  Thompson.  Well,  we  tliink  that  the  industry  is  getting  along 
so  well  that  it  sliould  not  be  hampered  by  any  kind  of  legislation. 
When  you  are  doing  good,  why  take  a  lot  of  medicine? 

Mr.  Mapes.  It  perhaps  is  the  theory  of  the  sponsor — and  I  do  not 
speak  for  them — they  have  not  discussed  it  with  me  and  all  I  know 
about  their  position  is  what  I  have  read  and  heard  from  their  testi- 
mony. It  is  perhaps  their  theory  that  it  takes  time  for  these  State 
authorities  to  get  educated.  Up  in  Illinois,  for  example,  there  is 
admittedly  waste  now.  And  perhaps  they  think  that  it  would  be 
better  if  a  more  permanent  institution  could  advise  with  the  pro- 
ducers in  the  State  of  Illinois  and  the  State  authorities  if  need  be. 

Mr.  Thompson.  I  think  it  is  wonderful  to  get  advice  and  counsel 
and  suggestions,  and  recommendations ;  but  when  you  must,  there  is 
something  in  me  that  boils  up  and  rebels  against  a  State  being  told 
it  must  do  thus  and  so. 

Mr.  Mapes.  I  heard  your  statement  before  the  monopoly  commit- 
tee a  few  weeks  ago. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mapes.  In  substance,  my  recollection  is  that  you  said  that  you 
would  rather  have  the  Connally  Act  and  have  all  Federal  laws  and 
regulations  relating  to  the  regulation  of  the  oil  industry  repealed, 
rather  than  have  any  more  enacted. 

Mr.  Thompson.  That  is  correct.  I  have  no  fault  to  find  with  the 
Connally  Act  at  all. 

Mr.  Mapes.  That  is  a  partial  answer  to  the  questions  which  your 
statement  prompted  me  to  ask  you.  Would  you  be  willing,  or  would 
you  think  it  desirable  to  have  legislation  which  would  authorize  the 
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creation  of  a  Petroleum  Cornmissioiiei-  in  the  I)ei)artnieiil  of  the  In- 
terior such  as  this  hill  provides 

Mr.  TiiOMrsoN  (interposinji).  To  do  what? 

Mr.  Mapes.  To  make  these  surveys  sucli  as  it  provides,  make  recom- 
inendations  witliout  giviii^r  the  Commissioner  the  authority  to  en- 
force his  regulations  rather  than  this  bilH 

Mr.  Th(;:mpsox.  Mr.  Mapes,  I  believe  if  you  change  these  wonderful 

a^jeiicies  like  the  Bureau  of  Mines,  and  their  fact-finding  agency  into 

a  ])olicy  agency  you  Mi  11  destroy  rhe  usefulness  of  that  agency  itself. 

INIr.  Mai'Iis.  You  said,  as  I  understood  you,  that  it  is  fine  to  get 

advice,  but  when  you  got  to  the  must  end  of  it.  yon  objected. 

Mr.  Thompson.  That  is  right. 

Mr.  Mapes.  And  that  is  the  reason  for  my  question.     Would  you 
think  it  desirable  to  have  the  creation  of  this  commissioner  and  give 
him  a  staff  to  make  the  necessary  studies  to  determine  whether  there 
was  waste  in  the  jn-oduction  of  oil  and  gas  and  to  make  recommenda- 
tions without  the  power  to  put  those  reconnnendations  into  effect? 
]Mr.  Thomi'Son.  It  is  unnecessary. 
Mr.  Mai'es.  You  Avould  not  be  willing  to  go  that  far^ 
Mr.  Thompson.  No;  I  do  not  Avant  them  to  get  their  foot  in  the 
door,  even.    You  create  it  and  then  some  fellow  will  say,  'T  have  got 
to  have  a  little  authority,-'    And,  when  you  give  them  a  little  bit  of 
authority,  they  want  to  go  further.     It  grows  on  you.     That  is  the 
point  that  I  make.     We  are  grateful  for  the  Connally  Act.     And  it 
is  delivering  the  goods. 

I  believe  that   concludes  my  statement.  Mr.   Chairman. 
Mr.   Mapes.  I  apologize  for  taking  so  nnich  of  the  committee's 
time,  but  I  want  to  ask  one  or  two  more  questions.     I  am  glad  of  an 
opj)ort unity  to  get  this  informatioii  from  an  expert. 
Air.  Thompson.  I  am  not  an  ex])ei't  at  all. 

Mr.  Mapes.  Oh,  yes  you  are.  You  spoke  about  the  viselike  control 
of  this  bill,  and  I  think  the  Secretary  denies  that  the  purpose  of  the 
legislation  has  anything  of  that  kind  in  mind,  and  that  the  purpose 
is  to  authorize  the  Federal  Government  simply  to  cooperate  with  the 
States  in  the  prevention  of  wasteful  production  and  I  ask  again  if 
you  have,  and  the  industry  itself,  has  given  thought  to  the  question 
that  this  perhaps  is  an  easy  bill. 

Mr.  Thompson.  By  "easy''  what  do  you  mean  I    What  do  you  niean 
by  the  word  ''easy";  a  light  bill;  innocuous? 
jMr.  Mapes.  Well,  it  is  not  extreme. 

Mr.  Thompson.  Yes.  I  think  it  is  an  entering  wedge,  just  to  start 
the  thing  on,  and  once  you  start  Federal  control  it  keei)s  on  going  and 
going  like  the  Interstate  Commerce  Commission.  First  it  was  just 
to  do  a  little  bit  of  regulation.  Now,  it  is  everywhere. 
Mr.  WoEVEKTON.  It  is  not  as  bad  as  the  Margold  bill. 
Mr.  Thompson.  It  is  not  as  bad  as  that  telephone-book-thick 
Margold  bill,  perhaps,  but  it  is  bad,  and  we  just  do  not  need  it.  It  is 
like  having  an  extra  leg. 

Mr.  Mapes.  My  recollection  of  your  testimony  before  the  monopoly 
conunittee  is  tliat  you  said  that  "the  Texas  law  was  temporary,  re- 
enacted  from  time  to  time. 

Mr.  Thompson.  Two  years  at  a  time. 

Mr.  Mapes.  I  have  forgotten  the  reasons  you  gave  for  that. 
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Mr.  Thompson.  So  as  to  embrace  in  the  hiw  each  2  years,  each  time 
the  legislature  meets,  new  improvements  which  we  learn  about;  the 
advances  in  technology  and  experience,  so  that  we  can  improve  the 
statutes,  and  it  is  easier  to  amend  a  law  than  it  is  to  enact  a  new  one. 
If  it  is  expiring,  something  has  got  to  be  done  about  it. 

Mr.  Mapes.  Whv  does  vour  law  prevent  the  unitization  of  small 
fields? 

Mr.  Thompson.  Well,  in  Texas,  we  do  not  like  to  be  made  to  team 
uj:)  with  somebody  else,  because  some  people  in  our  State  have  gone 
into  partnership  with  others,  particularly  big  outfits,  and  instead  of 
getting  a  dividend  they  get  a  bill.  After  the  well  is  drilled  and  the 
expense  is  over,  instead  of  getting  oil  out  of  it  or  getting  a  dividend, 
you  get  a  bill  for  your  part.  So  even  at  times  that  occurs  without  this 
compulsion. 

Mr.  Mapes.  In  these  areas  where  tlie  optinmm  amount  of  oil  could 
be  produced  by  1  well  on  40  acres,  if  it  so  happened  that  was  in  a 
community  settlement  and  the  40  acres  were  owned  by  40  different 
people,  1  acre  apiece,  is  it  true  that  each  one  could  put  down  a  well 
on  his  acre  ? 

Mr.  Thompson.  In  Texas? 

Mr.  Mapes.  Yes. 

Mr.  Thompson.  If  it  is  in  a  separate  property;  if  it  is  his  own  prop- 
erty. We  cannot  deny  him  the  right  to  drill  a  well.  We  tried  to  do 
that  and  lost  in  the  courts. 

Mr.  Mapes.  Other  States  have  that  provision  in  their  law. 

Mr.  Thompson.  Yes.  Oklahoma  has  that  in  its  law.  We  just  do 
not  have  it  in  Texas. 

Mr.  Mapes.  I  think  Michigan  has. 

Mr.  Thompson.  It  is  a  question  as  to  M'hether  you  want  to  go  in 
partnei's  with  somebody  or  not,  or  whether  everybody  wants  to  have 
one  well.  I  know  that  I  would  rather  have  one  to  myself  than  to  have 
one  with  any  partner,  no  matter  who  he  is  or  how  nice  he  is.  People 
like  to  own  tlieir  own  stiiif  without  having  to  team  up  with  somebody 
else. 

Mr.  Mapes.  Of  course,  that  overlooks  entirely  the  conservation  part 
of  the  question,  does  it  not  ? 

Mr.  Thompson.  No;  the  spacing,  Mr.  Ma])es,  to  be  absolutely  and 
completely  frank  about  it.  spacing  has  very  little  to  do  with  conserva- 
tion. It  is  a  money-saving  scheme  to  have  wider  spacing  between 
wells ;  to  not  put  so  much  money  into  the  ground,  but  you  will  not  get 
any  more  oil  with  wider  spacing.  You  will  get  less  oil,  but  you  will 
not  put  as  much  money  in  the  ground  in  so  doing.  Spacing  is  not  a 
conservation  measure.  It  is  to  conserve  dollars.  It  does  not  produce 
more  oil.  The  textbooks  used  to  be  more  honest  than  now  in  that 
respect.  Some  of  the  text  writers  in  order  to  sell  their  stuff  are 
changing  their  theories  and  talking  about  wider  spacing;  but  that  is 
money  saving.  It  does  not  follow  that  there  would  be  as  much  oil 
produced  as  from  close  spacing. 

Mr.  Mapes.  Are  these  statements  you  are  now  making  agreed  to  by 
the  industry  generally? 

Mr.  Thompson.  The  industry  generally,  of  course,  wants  to  get 
as  much  oil  as  it  can  with  the  least  expenditure. 

Mr.  Mapes.  Does  the  industry  agree  with  what  you  are  saying? 

Mr.  Thompson.  If  you  can  get  a  fellow  to  divorce  himself  com- 
101158— 40— pt.  2 ;; 
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j^letely  from  the  money  making  end  of  it  and  talk  about  the  pure 
recovery  of  oil,  he  will  tell  you  that. 

]Mr.  Mapes.  Can  yon  find  such  a  man  in  the  industry  ? 

Mr.  Thompson.  Yes;  there  are  some  honest-thinking  people  in  the 
industry. 

Mr.  Mapes.  But  could  he  divorce  himself  from  his  personal 
feelings  ? 

Mr.  Thompson.  Yes;  every  now  and  then  you  can  get  an  engineer 
on  the  stand,  and  I  can  get  him  to  finally  agree  that  he  is  a  pure 
scientist  for  the  moment.  I  suppose  that  I  have  done  it  a  hundred 
times  on  this  very  point.  I  get  them  to  divorce  themselves  com- 
pletely from  their  job  for  the  moment  and  say,  "You  are  a  scientist 
now,  not  testifying  for  your  general  manager,  and  if  you  had  all  of 
the  money  that  you  needed  to  drill  all  of  the  wells  that  you  needed 
to  get  all  of  the'  oil  possible  out  of  this  particular  field,  how  would 
you  drill,  Mr.  Scientist?"  And  every  time  they  say,  "I  would  drill 
like  so  and  so,  so  as  to  get  the  oil." 

That  is  an  honest,  scientific  point  of  view,  but  of  course  it  is  not  a 
money-making  plan.  The  wider  you  space,  the  less  money  you  spend 
in  getting  each  barrel.  That  is  the  difference  between  a  pure  scientist 
and  a  money  maker.  Of  course,  we  have  got  to  ha^'e  some  money 
or  we  could  not  drill  the  wells.  But,  the  industry  is  doing  all  right 
as  it  is.  The  industry  is  prosperous;  the  people  are  getting  along 
good,  and  why  take  some  other  kind  of  a  nostrum  ? 

Mr.  Mapes.  I  would  like  to  go  on  to  another  subject. 

Mr.  Thompson.  Here  is  an  estimate  on  the  recovery  as  given  by 
various  authorities.  Here  are  these  new  fields  coming  into  produc- 
tion, like  I  told  you  of,  each  new  field  in  the  State.  I  hope  that  I 
am  not  taking  too  much  of  your  time. 

Mr.  Mapes.  I  notice  that  a  great  many  of  the  recent  statutes  con- 
tain a  provision  in  the  definition  of  waste  to  the  effect  that  oil  pro- 
duced in  excess  of  market  demand  is  wasteful.  Does  the  Texas 
statute  have  such  a  provision  ? 

Mr.  Thompson.  Yes;  we  say  in  addition  to  other  definitions  of 
waste,  that  oil  production  in  excess  of  market  demand  is  waste. 

Mr.  Mapes.  I  have  before  me  a  copy  of  a  recent  act  of  the  Michigan 
Legislature,  and  I  think  New  Mexico  and  other  State  statutes  have 
the  same  provision,  and  I  would  like  to  read  that  paragraph  into 
the  record  and  ask  you  some  questions  about  it. 

The  words  "market  demand"  as  used  herein  shall  be  construed  to  mean  the 
actual  demand  for  oil  from  any  particular  pool  or  field  for  current  require- 
ments, for  current  consumption  and  use  within  or  outside  the  State,  together 
with  demand  for  such  amounts  as  are  necessary  for  building  up  or  maintaining 
a  reasonable  storage  of  oil  or  production  thereof,  or  both  such  oil  and  pro- 
duction, and  shall  not  be  less  than  the  actual  percentage  commitment  for  oil 
from  such  pool  or  fields. 

Now,  as  an  amateur,  the  question  arises  in  my  mind  as  to  whether 
or  not  the  Federal  Government  is  not  in  a  better  position  to  deter- 
mine the  general  market  demand  for  the  country  as  a  whole  than 
the  State  authorities  can  determine  the  market  demand  for  the  amount 
that  is  produced  in  particular  States. 

Mr.  Thompson.  The  Bureau  of  Mines  is  doing  that  very  efficiently 
at  this  time  and  we  are  following  them  almost  religiously. 

Mr.  Mapes.  You  recently  asked  for  a  bigger  allotment  for  your 
State. 
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Mr.  Thompson.  They  do  not  make  allotments.  They  simply  indi- 
cate what  they  thing  the  demand  will  be.  There  is  no  snch  thing 
as  an  allotment. 

Mr.  Mapes.  Yon  recently  asked  them  to  permit  yon  to  produce 
more,  did  yon  not? 

Mr.  Thompson.  No.  I  think  what  yon  are  thinking  of  is  that  we 
songht  to  show  that  Ave  had  a  bigger  demand  than  they  seemed  to 
think;  bnt  instead  of  giving  ns  a  bigger  estimate  they  cnt  it  6,000 
barrels. 

Mr.  Mapes.  That  is  a  different  way  of  putting  it. 

Mr.  Thompson.  They  issue  an  estimate,  like  the  Census  Bureau. 
The  Census  Bureau  tells  you  what  the  population  of  a  city  now  is, 
and  you  can  believe  it  or  not.  Yon  can  take  the  chamber  of  commerce 
figures  if  you  prefer. 

•  Mr.  Mapes.  As  a  matter  of  fact  you  follow  that  estimate  now, 
do  you  not? 

Mr.  Thompson.  We  follow  it  pretty  well. 

Mr.  Mapes.  And  there  is  no  binding  authority  requiring  von  to 
do  it? 

■  Mr.  Thompson.  No.  We  are  glad  to  have  it,  because  we  think  the 
Bureau  gives  a  dependable  index,  like  a  calendar,  or  like  the  Weather 
Bureau.  You  do  not  have  to  believe  that  it  is  going  to  rain  just 
because  the  Weather  Bureau  says  so. 

Mr.  Mapes.  But,  going  back  to  my  question,  I  asked  you  a  short 
time  ago  what  objection  you  would  have  if  somebody  could  tell  you 
how  you  could  improve  your  production? 

Mr.  Thompson.  I  would  be  very  glad  to  have  his  advice;  but  not 
someone  with  authority  who  would  be  wanting  pretty  soon  to  put 
his  opinions  into  effect.  But,  there  is  something  about  a  man  when 
he  is  given  a  little  authority.  He  wants  more  and  more.  It  is 
peculiar  to  all  of  us ;  not  only  the  Federal  but  the  State,  and  I  think 
that  our  State  should  not  have  so  much  authority.  Our  commission 
has  got  too  much  authority.  I  have  testified  to  that  before  this 
committee  previously. 

Mr.  WoLVERTON.  We  had  that  view  expressed  before  us  Avhen  we 
first  held  hearings  by  those  who  opposed  the  action  of  the  Texas, 
commission. 

Mr.  Thompson.  We  have  got  too  much  authority. 

Ml-.  WoLVERTON.  I  just  thought  that  had  a  relationship  to  the  situa- 
tion that  you  were  complaining  against.  That  is  all.  You  do  not 
want  the  Federal  Government  to  have  any  say,  but  you  want  your 
State  commission  to  have  all  possible  say  so  far  as  it  "individually  is 
concerned  ? 

Mr.  Thompson.  I  say  that  we  have  got  too  much  authority  in  the 
State.  Our  commission  has  got  too  much  power.  It  ought  to  liave 
less  power. 

Mr.  WoLA^RTON.  I  imagine  that  could  be  very  easily  rectified  if  you 
requested  that  of  the  legislature. 

Air.  Thompson.  We  are  constantly  telling  them  that  we  want  our 
])ower  defined  and  limited,  because  I  think  when  administrative 
bodies  and  bureaus  and  commissions  are  created  where  the  legisla- 
ture delegates  law-making  power,  judicial  power,  and  execiitive 
power  all  in  one,  the  standards  should  be  laid  down  so  definite  that 
rhe  administration  has  only  certain  things  to  do,  because  otherwise 
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they  overstep  and  *>o  too  far,  especially  engineers.  They  are  the  worst 
tyrants  on  earth.  An  engineer  wants  everything  to  be  just  so.  But, 
of  course,  after  it  is  done  he  may  find  that  it  should  not  be  done  that 
way. 

Mr.  Mapes.  The  chairman  of  the  committee,  Mr.  Cole,  calls  my 
attention  to  the  fact  that  the  Arkansas  statute  has  no  reference  to 
market  demand. 

Mr.  Thompson.  Yes ;  that  is  correct. 

Mr.  Mapes.  That  is  considered  a  very  bad  ])iece  of  legislation? 

Mr.  Thompson.  Yes;  it  is  good. 

Mr.  Mapes.  I  am  interested  in  that  question  partly  because  of  the 
Michigan  situation.  As  I  understand  it — and  I  may  not  understand 
it  correctly — the  market  demand  for  the  oil  of  any  particular  locality 
is  confined  to  certain  limits,  is  it  not? 

Mr.  Thompson.  No,;  market  demand  is  supposed  to  reflect  the  true 
condition  of  people  wanting  to  get  oil. 

Mr.  Mapes.  Yes;  but  how? 

Mr.  Thompson.  It  is  a  factual  thing. 

Mr.  Mapes.  But  how  is  the  State  of  Michigan,  for  example,  with 
only  2  percent  or  so  of  the  total  production  of  oil,  going  to  determine 
the  market  demand  of  that  2  percent? 

Mr.  Thompson.  Well,  you  will  probably  find  that  all  of  the  oil  pro- 
duced in  Michigan,  and  more,  is  used  locally  and  that  there  is  a  very 
strong  demand  for  even  more  than  is  produced. 

Mr.  Mapes.  That  is  what  I  am  saying.  Is  not  the  demand  for  any 
given  pool  limited  to  a  certain  area,  somewhat  like  the  limits  of  a 
pool  underground  ? 

Mr.  Thompson.  No  ;  it  may  go  to  Europe ;  it  may  go  into  export. 

Mr.  Mapes.  It  may;  but  in  regular  channels  of  commerce,  it  does 
not  as  a  rule,  does  it? 

Mr.  Thompson.  I  do  not  think  you  can  very  well  tell. 

Mr.  Mapes.  I  am  not  sure  that  I  understand  that  well  enough  to  go 
into  it  in  detail;  but  my  impressions  hold  over  from  the  hearings  we 
had  5  years  ago,  and  my  impression  is  that  that  is  true. 

Mr.  Thompson.  Of  course,  economically  it  would  be  sound  to  use 
the  local  production  for  local  consumption  for  the  interest  of  the 
consumer. 

Mr.  INIapes.  And  I  was  interested  in  looking  over  a  statement  of 
one  of  the  oil  companies  which  was  given  us  in  Illinois  about  in- 
creased production  of  the  oil  fields  and  the  amount  of  oil  which  they 
said  was  refined  in  the  territory. 

Mr.  Thompson.  Mr.  Chairman,  here  are  miniature  duplicates  of 
the  charts  of  the  various  fields.    May  I  submit  them  to  you  ? 

Mr.  Cole.  Yes. 

Mr.  Mapes.  I  do  not  find  what  I  was  looking  for,  but  it  went  on  to 
say,  commented  upon  the  production,  increase  in  production  in  Illi- 
nois and  it  said  that  the  oil  was  shipped  into  certain  territory. 

Mr.  Thompson.  In  Mid-Continent  group  3. 

Mr.  Mapes.  To  certain  refineries,  and  that  a  year  or  two  ago  it  was 
a  certain  percentage  of  the  amount  of  oil  produced  in  that  area  and 
now"  it  is  about  twice  that. 

Now,  if  that  situation  is  allowed  to  continue  and  it  is  aggravated, 
it  is  going  to  affect  the  competitive  conditions  in  the  surrounding 
States,  is  it  not? 
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Mr.  Thompson.  You  must  have  free  interplay  in  the  competitive 
areas  ? 

Mr.  Mapes.  You  know,  that  is  sort  of  avoiding  my  question. 

Mr.  Thompson.  I  do  not  mean  to  avoid  it. 

Mr.  Mapes.  It  is  going  to  affect  the  competitive  conditions  in  the 
States  that  have  regulatory  laws. 

Mr.  Thompson.  They  will  have  less  market,  because  Illinois  has 
taken  it. 

Mr.  Mapes.  Yes. 

Mr.  Thompson.  But,  that  is  wholesome.  Otherwise  we  would  have 
a  situation  where  a  man  could  never  get  any  more  business. 

Mr.  Mapes.  Texas  can  speak  that  way,  because  Texas  is  a  sort  of  a 
giant  in  the  industry;  but  I  do  not  know  whether  "a  small  boy"  can 
talk  that  way  or  not. 

Mr.  Thompson.  You  mean  a  small-producing  State? 

Mr.  Mapes.  Yes. 

Mr.  Thompson.  Well,  a  small-producing  State  would  have  its  local 
markets;  take  all  of  its  production. 

Mr.  Mapes.  But,  if  it  is  being  absorbed  by  Illinois,  it  does  not  do  it 
nmch  good. 

Mr.  Thompson.  Well,  I  do  not  think  we  want  any  kind  of  a  law 
that  will  say  "this  much  and  no  more"  shall  you  grow  or  produce. 
I  think  that  Avould  put  a  brake  on  development  and  would  be  contrary 
to  our  whole  system  of  free  enterprise. 

Mr.  Cole.  Is  the  situation  to  which  Mr.  Mapes  refers  in  Illinois 
and  its  effect  now  on  other  States  comparable  to  East  Texas  in  1934? 

Mr.  Thompson.  Very  much  the  same. 

Mr.  Cole.  Very  much  the  same? 

Mr.  Thompson.  East  Texas  crude  came  in.  They  did  not  have  any 
market  at  all.  Now,  they  have  got  600,000  barrels  a  day.  Much  of  it 
displaced  other  marketing  of  crude,  you  know. 

Mr.  Cole.  So  the  situation  in  East  Texas  in  1934  was  quite  similar, 
in  your  judgment,  to  that  in  Illinois  todaj^^? 

Mr.  Thompson.  Well,  in  that  you  have  got  a  new  field.  It  was 
good  oil. 

Take  the  Panhandle  of  Texas,  Mr.  Chairman.  The  Panhandle  of 
Texas  was  producing  oil  then  and  when  East  Texas  came  in,  it  pro- 
duced a  very  fine  grade  of  oil  that  makes  good  gasoline,  and  it  took 
markets  that  other  fields  formerly  had. 

Mr.  Cole.  You  have  stated,  I  think,  that  if  you  had  supervision  over 
the  Illinois  field,  they  would  not  be  producing  today  the  quantity 
of  oil  they  are. 

Mr.  Thompson.  I  hope  that  I  did  not  say  that.  I  did  not  have 
Illinois  in  mind  at  all.  I  do  not  want  to  attempt  to  run  their  fields, 
at  all. 

Mr.  Cole.  Will  you  say  it  ? 

Mr.  Thompson.  If  I  were  running  the  Illinois  fields  ? 

Mr.  Cole.  Yes. 

Mr.  Thompson.  I  want  Illinois  to  run  their  own  business. 

Mr.  Cole.  Of  course  you  do,  but  knowing  the  condition  in  the  Salem 
field,  and  some  of  the  other  fields  in  Illinois,  and  testifying  as  you 
have  as  to  the  way  you  want  the  Texas  field  run,  is  it  fair  to  say  that 
you  would  permit  the  same  conditions  to  continue  to  exist  in  Illinois 
as  exists  there  today? 
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Mr.  Thompson.  Well,  I  would  say  that  the  Legislature  of  Illinois 
can  best  direct  its  own  conservation  officials  as  to  how  to  do  it,  and  I 
have  no  comment  or  criticism  of  Illinois. 

Mr.  Cole.  Then  I  do  not  understand  why  you  say  the  situation 
today  is  comparable  to  that  which  existed  in  East  Texas  in  1934. 

Mr.  Thompson.  I  thought  that  we  were  discussing  the  displace- 
ment of  markets. 

Mr.  Cole.  I  have  reference  to  the  "hot  oil." 

Mr.  Thompson.  I  was  talking  about  the  displacement  of  markets. 
I  thought  that  that  was  what  you  were  talking  about. 

Mr.  Cole.  "Hot  oil"  is  what  we  were  discussing. 

Mr.  Thompson.  As  to  "hot  oil,"  just  because  it  happens  to  have 
been  ]:)roduced  in  violation  of  the  law  or  regulations,  does  not  mean 
that  there  is  anything  deleterious  in  the  oil. 

Mr.  Cole.  Let  us  understand  each  other.  If  the  conditions  in. 
Illinois  today  are  comparable  with  what  the  conditions  were  in 
East  Texas  in  1934 — I  have  reference,  of  course,  to  the  "hot  oil" 

Mr.  Thompson.  There  is  very  little  of  it  now. 

Mr.  Cole  (continuing).  Oil  produced  in  excess  of  the  demand  sug- 
gested by  Bureau  of  Mines. 

Mr.  Thompson.  I  understand  that  there  is  no  "hot  oil"  in  Illinois. 
When  you  have  no  law,  it  is  just  oil.  It  cannot  be  "hot,"  because 
my  understanding  of  "hot  oil"  is  oil  produced  in  excess  of  the  law. 
If  you  do  not  have  any  law  you  do  not  have  any  produced  in  excess. 
It  is  just  like  we  used  to  do  before  we  got  conservation  minded.  I 
do  not  see  how  you  can  have  any  "hot  oil." 

Mr.  Cole.  Following  the  enactment  of  a  State  law;  but  it  is  per- 
fectly obvious  that  they  are  producing  in  excess. 

]\Ir.  Thompson.  In  excess  of  what? 

Mr.  Cole.  Of  what  I  think  will  follow  if  they  have  State  regula- 
tion such  as  there  is  in  Texas,  and  I  do  not  think  that  you  will  find 
any  man  who  will  disagree  with  that  statement. 

So  that  there  is,  I  suspect,  more  oil  coming  out  of  the  Illinois 
fields  than  there  will  be  following  the  enactment  of  a  proper  State 
law. 

Mr.  Thompson.  I  would  not  know  how  the  laws  of  the  State  would 
be  passed.  I  do  not  know  what  provisions  they  might  have  in 
them;  but  I  am  sure  they  will  find  if  they  produce  their  oil  more 
slowly,  they  will  get  a  greater  ultimate  recovery ;  but  I  am  not  criti- 
cizing them. 

Mr.  Cole.  Let  us  proceed  then.  Colonel,  on  the  premise  that  Illi- 
nois is  producing  in  excess  of  what  the  State  would  deliver  into  the 
market  under  a  State  law,  and  to  assume  this  it  is  not  reflecting  on 
anyone.  If  Illinois  can  get  along  without  a  State  statute,  other 
States  can  also,  and  as  Mr.  Mapes  suggests,  excess  oil  going  on 
the  market  affects  other  States  and  if  it  continues  creates  a  situa- 
tion such  as  we  had  in  1934  where  other  oil-producing  States  were 
demanding  Federal  legislation,  very  definitely  so,  because  of  what 
was  going  on  in  the  State  of  Texas. 

Are  we  to  expect  anything  similar  to  that  from  other  oil-produc- 
ing States  because  of  the  conduct  of  Illinois? 

Mr.  Thompson.  The  answer  is  very  definitely  "no."  There  is  no 
demand  anywhere  for  Federal  control  that  I  can  find,  except  from  the 
Department  of  the  Interior.     The  State  of  Texas  or  nobody  else  is 
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objectino;  to  Illinois.  Anybody  is  liable  to  bring  in  a  new  field.  They 
must  bring  in  new  fields.  It  is  the  normal — actual,  normal  thing.  I 
can  see  no  confusion  whatever. 

Mr.  Cole.  Is  it  all  right  for  California  to  continue  without  a  law? 

Mr.  Thompson.  Yes;  they  are  getting  along  very  well.  I  am  not 
going  to  try  to  tell  any  State  that  they  ought  to  have  a  law.  I  can 
recommend'  and  tell  them  what  it  has  done  for  us,  and  if  they  want 
to  take  some  of  it,  that  is  all  right. 

Mr.  Cole.  Is  that  not  one  of  the  main  jobs  of  the  Interstate  Compact 
Commission,  to  do  the  very  thing  that  you  say  now  should  not  be  done? 

Mr.  Thompson.  To  cooperate  with  each  other  ? 

Mr.  Cole.  Does  not  the  Interstate  Compact  Commission  state  in  so 
many  words  what  should  be  done 

Mr.  Tho^ipson  (interposing).  We  are  cooperating,  and  that  is  what 
we  do. 

Mr.  Cole.  And  you  do  recommend  ? 

Mr.  Thompson.  We  do. 

Mr.  Cole.  To  which  State  have  you  ever  recommended  the  enact- 
ment of  any  legislation?  Since  the  interstate  compact  has  been 
formed,  name  me  one  recommendation,  if  any,  that  you  have  ever 
made  to  an  oil-producing  State. 

Mr.  Thoivipson.  We  have  quarterly  meetings  and  there  has  never 
been  a  meeting  but  what  we  have  examined  the  latest  estimates  in 
the  production  of  oil  and  our  proceedings  have  been  published  and 
sent  to  every  State.  We  have  not  gone  actively  into  any  State  and 
tried  to  pass  any  State  law  or  anything  of  that  sort. 

Mr.  Cole.  What  I  am  getting  at  is,  as  you  know,  with  California 
as  a  party  to  the  compact 

Mr.  Thompson.  No;  California  is  not  a  party. 

Mr.  Cole.  Well,  was  California  a  party  to  the  original  compact? 

Mr.  Thompson.  I  have  attended  every  meeting  of  the  Com])act  Com- 
mission, and  California  has  never  been  a  member.  They  have  been 
an  observer, 

Mr.  Cole.  IMaybe  you  are  right.  I  was  thinking  of  their  partici- 
pation in  the  meetings. 

Mr.  Thompson.  We  invited  all  States,  Mr.  Chairman,  but  California 
never  belonged. 

Mr.  Cole.  But  the  interstate  compact  itself  provides,  as  I  recall, 
that  the  Interstate  Compact  Commission  shall  have  the  right  to  rec- 
ommend to  the  oil-producing  States  the  enactment  of  waste-prevention 
legislation;  does  it  not? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Cole.  And  you  have  never  made,  as  such,  any  concrete  recom- 
mendations to  oil-producing  States  since  1934  ? 

Mr.  Thompson.  On  the  contrary  we  are  making  continual  recom- 
mendations. 

We  are  continually  making  recommendations.  We  liave  not  said 
to  any  legislature,  "Here  is  a  law  you  want  to  pass."  We  do  it  by 
papers,  Mr.  Chairman ;  by  suggestions. 

Mr.  Cole.  Do  you  have  any  of  those  recommendations  available  ? 

Mr.  Thompson.  I  can  prepare  them  for  you.  I  expected  the  com- 
pact to  be  heard  at  a  later  date.  We  have  all  of  these  recommenda- 
tions for  you. 
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ISIr.  Cole.  Can  _yoii  tell  me  from  j'our  own  recollection  now  any 
recommendations  that  the  Compact  Connnission  has  made  to  oil- 
producting  states? 

Mr.  Thompson.  Illinois. 

Mr.  Cole.  Yes. 

Mr.  Thompson.  And  Arkansas. 

Mr.  Cole.  Yes. 

Mr.  Thompson.  Many  times.  The  Illinois  State  geologist  has  been 
at  about  three  of  our  meetings.  We  have  kept  an  accurate  account 
on  their  production  practices  and  we  have  discussed  it  in  open  meet- 
ings, and  made  suggestions.     The  record  is  replete  with  suggestions. 

Mr.  Cole.  What  recommendations  have  you  made  to  Illinois? 

Mr.  Thompson.  We  have  not  gotten  up  and  named  Illinois. 

Mr.  Cole.  You  know  what  I  mean.  I  mean  a  dignified,  authentic 
recommendation  coming  from  the  legally  constituted  Compact  Com- 
mission. I  do  not  mean  a  mere  report  of  proceedings  at  some  con- 
ference which  has  taken  place. 

Mr.  Thompson.  The  meetings  are  dignified.  A  transcript  is  made 
of  them  and  of  the  complete  recommendations.  I  will  submit  a 
transcript  of  the  Santa  Fe  meeting. 

Mr.  Cole.  I  have  seen  one  of  those. 

Mr.  Thompson.  You  will  find  Mr.  Bell's  testimony  therein.  He 
is  their  State  geologist.    He  was  at  our  last  meeting. 

Mr.  Cole.  This  was  the  Santa  Fe  meeting? 

Mr.  Thompson.  I  will  be  glad  to  submit  a  transcript  of  that  meet- 
ing and  you  will  find  discussion  in  there  at  great  length  about  Illi- 
nois, as  reported  by  the  State  geologist, 

Mr.  Cole.  Can  you  find  any  recommendations  of  the  Compact  Com- 
missi(m,  which  were  made  a  part  of  the  minutes  of  the  compact  group 
such  recommendations  going  to  the  State  of  Illinois  or  any  other 
State? 

Mr.  Thompson.  We  have  not  taken  and  singled  out  States,  but  we 
make  general  recommendations  on  standards,  for  example. 

Mr.  Cole.  What,  for  example  ? 

Mr.  Thompson.  We  have  a  very  fine  committee  on  standards. 

Mr.   Cole.  What  were  your  recommendations  to   Illinois? 

Mr.  Thompson.  I  am  afraid  you  are  asking  about  one  thing  and 
I  am  talking  about  another.  I  mean  by  this,  we  have  got  a  com- 
mittee on  minimum  standards  made  up  of  Mr.  Gallagher,  Mr.  Pogue, 
and  Mr.  Alexander,  and  in  the  transcript  you  will  find  a  very  definite 
set  of  recommendations  which  that  committee  made.  I  think  that 
that  is  as  fine  a  committee  as  you  will  find  anywhere. 

Mr.  Cole.  At  a  later  date  when  a^ou  saj^  you  will  appear  before 
the  committee  for  the  compact 

Mr.  Thompson.  As  a  representative  of  the  compact. 

jMr.  Cole.  I  think  you  will  be  given  an  opportunity  to  provide 
that  for  us. 

Mr.  Thompson.  I  will  get  it  up  for  each  one.  each  time. 

Mr.  Cole.  I  would  like  to  have  it  from  the  proceedings  of  the 
compact  group  and  have  it  show 

Mr.  Thompson  (interposing).  What  we  have  done? 

Mr.  Cole.  No;  not  what  you  have  done;  but  any  recommendations 
you  have  ever  made  to  oil-producing  States,  looking  to  the  prevention 
of  waste. 
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Mr.  Thompson.  Yes;  we  will  be  very  glad  to  bring-  that  to  the 
hearings. 

I  would  like  to  give  you  that  transcript. 

Mr.  Cole.  Yes. 

Mr.  Thompson.  Here  it  is. 

Mr.  Cole.  Where  does  that  appear  in  this?     What  is  this? 

Mr.  Thompson.  That  is  August  28. 

Mr.  Cole.  State-wide  hearings  August  28  ? 

Mr.  Thompson.  Yes. 

Mr.  Cole.  Where  is  the  order  which  was  passed  by  the  Commission? 
Will  you  point  that  out  ? 

Mr.  Thompson.  The  order  is  not  in  the  transcript. 

Mr.  Cole.  I  would  like  to  see  a  copy  of  the  order,  please. 

Mr.  Thompson.  Yes.  That  detail  is  shown  there.  That  is  the 
-detailed  part  up  there  [indicating]. 

Mr.  Cole.  This? 

Mr.  Thompson.  Yes. 

Mr.  Cole.  W^hatisthis? 

Mr.  Thompson.  That  shows  the  allocation  to  each  field,  and  each 
well. 

Mr.  Cole.  Suppose  that  I  read  a  part  of  this  into  the  record.  I 
have  asked  you  about  this  and  I  will  ask  you  if  you  recognize  that 
I  showing  witness  paper]  as  a  part  of  the  order  that  you  passed  at 
the  meeting  of  August  14,  1939,  the  meeting  beginning  August  15, 
1939.  Do  you  have  a  copy  of  the  order,  that  is,  the  final  order,  as 
passed  by  the  commission  ? 

Mr.  Thompson.  I  am  afraid  I  do  not  have  what  you  are  asking  for 
liere.     I  have  got  it  in  my  room.     I  can  bring  it  down  for  you. 

Mr.  Cole.  I  will  read  just  an  extract  of  what  I  have  before  me, 
and  it  may  be  that  you  will  recognize  this,  and  if  so,  I  would  lite 
to  have  you  identify  it  as  part,  I  believe,  of  the  order  passed  at  the 
meeting  of  August  14,  1939,  beginning  August  14  and  ending  August 
15.  If  you  have  a  copy  of  the  order,  the  final  order  passed  by  the 
commission,  I  would  like  to  have  it. 

Mr,  Thompson.  I  am  afraid  I  do  not  have  what  you  are  asking 
for  here.     I  have  got  it  in  my  room,  and  I  will  bring  it  down  for  you. 

Mr.  Cole.  I  will  read  just  an  extract  from  what  I  have  before'me, 
and  it  may  be  that  you  can  recognize  it.     This  reads : 

All  oil  wells  in  all  fields  will  be  closed  15  days  beginning  August  15,  1039. 

The  reasons  for  the  shut-down,  as  stated  in  the  order,  were: 

The  commission  finds  that  in  order  to  prevent  waste  and  to  enable  the  com- 
mission to  study  conditions  of  overground  storage  in  the  State  of  Texas  and 
the  waste  of  crude  oil  by  evaporation,  and  to  enable  the  commission  to  make 
bottom-hole  pressure  tests  in  the  various  fields  in  the  State  of  Texas,  and  iu 
order  that  the  commission  may  investigate  the  physical  conditions  in  the  various 
fields  in  the  State  of  Texas,  including  the  existence  of  dead  wells  iu  said  fields, 
and,  also,  in  order  that  the  commission  may  determine  whether  or  not  waste  as 
defined  by  the  statutes  in  the  State  of  Texas,  is  imminent  or  is  occurring  in  the  vari- 
ous oil-producing  fields  and  districts  throughout  the  State  of  Texas;  *  *  * 
the  commission  finds  that  waste  is  imminent  due  to  the  overproduction  of  crude 
petroleum  and  condensate  in  the  various  oil-prod\icing  fields  and  districts  in  the 
State  of  Texas. 

I  have  just  read  from  copy  of  the  order  found  in  my  files. 
Mr.  Thompson.  That  wording;  yes. 
Mr.  Cole.  That  is  riffht. 
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Mr.  Thompson.  What  is  the  question? 

i\Ir.  Cole.  Was  the  action  of  your  commission,  the  Raih'oad  Com- 
mission of  Texas,  on  August  14,  1939,  ])assed  because  there  was  waste 
existino-  in  the  various  fields  of  Texas? 

Mr.  Thompson.  Well,  you  cannot  produce  a  barrel  of  oil  without 
some  waste  anywhere  and  that  even  applies  to  the  accumulation  of  oil 
in  storage.  Oil  was  going  into  storage  in  various  areas,  supposedly, 
and  what  we  did  was  we  simply  stopped  production  for  15  days  to 
prevent  waste  in  above-grouncl  storage.  It  was  effective.  It  re- 
duced it  by  30.000,000  barrels  in  15  days.  We  were  convinced  that 
crude  stored  above  ground  resulted  in  waste  and  was  wasteful  through 
evaporation. 

Mr.  Cole.  So  that  the  reason  for  the  order  of  x\ugust  14  was  a 
waste  prevention  move  on  the  part  of  the  commission  ? 

Mr.  Thompson.  That  is  true.  As  I  told  you,  we  have  been  closing 
in  2  days  a  week  anyhow;  8  days  a  month;  but  even  that,  with  winter 
apjjroaching,  the  end  of  the  consuming  season  being  close  at  hand^ — 
Labor  Dayis  the  end  of  the  consuming  season.  That  is  conceded. 
And,  this  was  in  August,  and  we  had  evidence  that  there  was  too 
much  oil,  because  allegedly  it  was  being  offered  variously  through  the 
Mid-Continent  Oil  field  and  was  going  begging.  So  that  it  was  de- 
sirable to  work  off  those  excess  stocks  above  ground,  in  storage,  which 
was  done. 

Mr.  Cole.  So  that  your  action  in  Texas,  the  action  of  the  Railroad 
Commission  of  Texas  on  August  14  was  really  a  waste-prevention 
measure  ? 

Mr.  Thompson.  Well,  I  think  the  report  shows  that  we  built  up 
the  bottom-hole  pressure. 

Mr.  Cole.  I  cannot  disagree  with  you.  I  do  not  mean  to  do  that. 
I  want  to  know  if  that  was  really  done  to  prevent  waste. 

Mr.  Thompson.  Well,  we  had  been  shutting  in  2  days  a  week.  I 
do  not  see  how  the  15  days  would  make  any  difference.  This  month 
we  will  be  shut  in  12  days. 

Mr.  Cole.  Are  you  prepared  to  say  whether  the  action  of  the  other 
five  oil-producing  States,  Oklahoma,  Kansas,  New  Mexico,  Arkansas, 
and  Louisiana,  which  did  the  same  as  Texas  on  the  following  day 
was  for  the  same  reason? 

Mr.  Thompson.  Well,  I  will  say  this:  There  was  allegedly  an  over- 
supply  of  crude  which  was  being  offered  by  various  people  and  offers 
were  being  made  at  less  than  the  posted  price.  There  were  price  cuts 
and  the  cut  in  ]Drice  which  came  about  at  that  time  was  evidence  of 
this  over  ground  storage,  and  you  will  find  that  the  Humble  stated 
in  their  announcement,  and  they  even  indicated  where  the  oil  was  in 
this  hearing.  The  Humble  read  that  into  the  record.  I  asked  that 
very  question,  if  there  Avas  too  much  oil  above  ground,  and  they  read 
into  the  record  their  statements  and  gave  the  fields  where  the  oil 
was  coming  from  as  an  indication  of  there  being  too  much. 

Mr.  AVoLvERTON.  But  that  statement  by  the  Humble  Oil  Co.  was 
made  subsequently  to  the  order  which  you  had  issued  shutting  down  ? 

Mr.  Thompson.  No;  prior  to  their  publication. 

Mr.  WoLVERTON.  That  said  August  28th.  That  was  the  date  of 
the  hearing. 

Mr.  Thompson.  No;  he  read  from  another  paper. 
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'Mr.  WoL^TKTON.  This  is  headed,  "State  wide  hearings  lield  in 
Austin,  Tex.,  Auoust  28,  1939." 

Mr.  Thompson.  That  is  correct. 

Mr.  AYoLVERTON.  The  order  to  which  Mr.  Cole  is  referring,  also 
which  I  am  interested  in,  was  issued  on  August  14. 

]Mr.  Thompson.  That  is  right. 

Mr.  WoLVERTON.  So  this  has  no  relationship  to  that  ? 

jNlr.  Thompson.  Evidence  of  what  I  am  talking  about  is  in  here, 
because  that  was  determined  long  prior  to  our  order  of  the  15th. 

Mr.  WoLVERTON.  The  only  importance  that  I  see  that  can  be  at- 
tached to  it  is  that  after  having  taken  action,  you  tried  to  get  a  record 
which  would  support  the  action  you  previously  took. 

Mr.  Thompson.  No;  we  did  not  try  to  get  a  record  at  all.  That 
was  not  the  purpose.    We  did  not  ask  for  it  for  that  purpose. 

Mr.  WoLVEP.TON.  Why  did  you  not  have  a  hearing  before  you  took 
action? 

Mr.  Thompson.  On  August  14? 

Mv.  WoLVERTON.    YcS. 

Mr.  Thompson.  We  have  one  every  month. 

Mr.  WoLVERTON.  Then  why  did  you  not  show  that  hearings  were 
held  prior  to  August  14,  which  gave  you  the  facts  under  which  you 
issued  the  order  of  August  14  ?  You  do  not  show  that,  but  you  show 
a  record  that  was  made  2  weeks  after  the  order  had  been  issued. 

Mr.  Thompson.  Y^ou  entirely  misconstrue  the  purpose  of  my  intro- 
duction of  the  record.    It  is  not  to  justify  it. 

Mr.  WoLVERTON.  I  do  not  want  to  misconstrue  it,  and  I  do  not  want 
to  attach  importance  to  it  that  it  is  not  entitled  to  have. 

Mr.  Thompson.  This  advertisement  was  prior  to  our  hearings  on 
the  15th,  and  the  price  cut  did  come — — 

Mr.  WoLVERTON  (interposing).  This  states  that  it  is  a  State-wide 
hearing,  on  August  28. 

Mr.  Thompson.  I  understand  Avhat  you  are  talking  about,  but  the 
advertisement  you  are  talking  about  came  out  long  prior  to  that 
time. 

Mr.  WoLVERTON.  Y"es,  but  your  action  was  long  prior  to  that 
hearing. 

Mr.  Thompson.  That  is  correct. 

Mr.  WoLVERTON.  Y'ou  do  not  usually  decide  a  case  before  you  have 
taken  testimony.  In  this  case  you  gave  a  decision  and  then  you  held 
a  hearing  on  August  28,  and  produced  facts  to  justify  it. 

Mr.  Thompson.  No  ;  that  is  not  the  condition. 

Mr.  WoLVERTON.  I  only  know  by  the  dates  shown  here, 

Mr.  Thompson.  I  can  explain  that  to  you.  We  keep  the  docket 
constantly  open.  We  have  hearings  every  month.  We  issue  orders  all 
through  the  month  based  on  accumulated  evidence. 

Mr.  WoLVERTON.  I  will  not  dispute  the  fact  that  you  keep  the 
dockets  open,  but  here  you  apparently  kept  this  case  open  to  give 
support  to  the  action  that  you  took  on  August  14. 

Mr.  Thompson.  No;  I  am  talking  about  prior  hearings,  Mr.  Wol- 
verton,  not  this  one  at  all. 

Mr.  WoLVERTON.  I  asked  you  today  in  the  early  portion  of  your 
testimony  for  that  portion  of  the  record  which  would  justify  the 
action  that  was  taken  on  August  14,  and  you  specifically  referred  to 
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the  statement  of  evidence  which  our  chairman  now  has  before  him 
and  gave  me  approximately  tlie  page  number. 

Mr.  Thompson.  Yes. 

Mr.  WoLVERTON.  I  looked  at  that  page,  and  that  contains  the  state- 
ments tliat  were  made  on  August  28,  and  not  on  any  date  prior  to 
August  14, 

Mr.  Thompson.  But  we  had  a  hearing  prior  to  this  and  I  had  a 
transcri|)t  of  the  previous  month. 

Mr.  WoLVEKTON.  Then  do  you  have  some  supplemental  evidence 
that  you  wish  to  put  in  in  addition  to  this  which  you  gave  me  this 
morning  when  I  asked  you  the  question? 

Mr.  Thompson.  I  will  be  glad  to  add  to  it. 

Mr.  WoLVERTON.  So,  when  I  take  the  position  I  do,  it  is  based  upon 
tlie  fact  that  the  evidence  as  you  have  given  it  to  me  is  dated  August 
28,  and  is  2  weeks  after  the  order  was  issued. 

Mr.  Thompson.  Tlie  only  purpose  in  introducing  this  at  all,  Mr. 
Wolverton,  was  to  take  what  were  economically  level  stocks  as  evi- 
denced by  the  testimony  of  those  in  the  trade. 

Mr.  Wol\t:rton.  I  was  asking  the  question  from  that  standpoint. 

Mr.  Thompson.  I  will  be  very  glad  to  furnish  you  supplemental 
evidence. 

Mr.  Wolverton.  I  want  to  make  further  inquiry  on  that  subject 
when  an  opportunity  is  ]:> resented,  while  you  are  before  us.  The 
chairman  has  not  finished,  and  I  do  not  want  to  continue  at  this  time. 

May  I  ask  the  witness  when  lie  appears  at  the  afternoon  session 
that  he  come  prepared  to  offer  to  the  committee  the  records  of  the 
State  compact  commission,  as  well  as  your  own  Texas  commission,  as 
to  the  resolution  that  was  passed  and  any  minutes  relating  to  the 
resolution  which  shut  off  production  entirely  on  August  14  after 
there  had  been  a  reduction  in  the  price  of  crude  by  one  of  tlie  major 
oil  companies. 

Mr.  Cole.  We  will  take  a  recess  until  2  o'clock. 

(Thereupon,  at  12 :  47  p.  m.,  a  recess  was  taken  until  2  p.  m.  of  the 
same  day.) 

after  recess 

(The  committee  reassembled,  pursuant  to  the  taking  of  recess,  Hon. 
William  P.  Cole,  Jr.,  presiding.) 

Mr.  Cole.  The  committee  will  please  be  in  order.  You  may  pro- 
ceed, Mr.  Thompson. 

STATEMENT  OF  ERNEST  0.  THOMPSON— Eesumed 

Mr.  Cole.  Following  the  action  by  the  Railroad  Commission  of  the 
State  of  Texas  on  August  14,  you  addressed  a  telegram  to  the  Gov- 
ernors of  Illinois  and  Louisiana,  which  telegrams  you  referred  to  in 
your  testimony  before  the  T.  N.  E.  C.  in  Washington  recently. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Cole.  Do  you  recall  that  ? 

Mr.  Thompson.  Oh,  yes. 

Mr.  Cole.  And  in  that  telegram,  am  I  correct  in  stating  that  you 
said  to  the  Governors  of  the  t^o  States  mentioned  that  the  special 
meeting  which  you  had  called  was  on  account  of  the  drastic  cut  in  the 
price  of  oil,  which  seemed  to  be  unwarranted?     Is  that  correct? 
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Mr.  Thompson.  That  is  correct ;  yes,  sir. 
Mr.  Cole.  You  do  not  haA'-e  a  copy  of  the  tek'grani  ? 
Mr.  Thompson.  No. 

Mr.  Cole.  The  interstate  compact,  article  V,  states— that  is,  the  com- 
pact approved  by  Congress  under  Avhich  the  Commission  functions: 

It  is  not  the  purpose  of  this  compact  to  authorize  the  States  joining  herein  to 
limit  the  production  of  oil  or  gas  for  the  purpose  of  stabilizing  or  fixing  the  price 
thereof. 

Do  you  find  any  conflict  betAveen  that  authority  and  the  language 
used  in  your  telegram  ? 

Mr.  Thompson.  Not  at  all. 

Mr.  Cole.  Why  not? 

Mr.  Thompson.  For  the  reason,  if  I  may  explain. 

Mr.  Cole.  Yes,  indeed. 

Mr.  Thompson.  For  the  reason  that  we  have  a  constant  study,  con- 
tinually in  effect,  setting  the  amount  of  oil  that  is  being  produced;  the 
amount  that  is  being  consumed  each  and  every  day,  with  reports  com- 
ing from  the  Bui-eau  of  Mines  and  the  A.  P.  I.  and  the  Oil  and  Gas 
Journal,  and  the  Oil  AVeekly,  and  various  other  mediums  of  the  trade 
showing  how  nmch  is  being  currently  produced  and  Iioav  much  is 
being  currently  used,  and  how  much  gasoline  there  is  in  storage, 
whether  the  storage  is  increasing  or  decreasing;  whether  the  crude  in 
storage  is  increasing  or  decreasing;  anci  in  our  law  in  Texas  we  are 
admonished  to  consider  market  demands  in  the  statute.  Prochiction 
in  excess  of  the  market  demand  is  waste  and  we  have  to  watch  all  of 
these  continuing  indexes  from  day  to  day  and  week  to  week  as  an  in- 
dex to  what  tlie  situation  of  storage  is,  both  as  to  gasoline  and  crude. 

Now,  the  fact  that  there  was  a  drastic  cut  in  the  price  of  crude 
which  came  to  me  was  evidence  that  there  was  something  wrong  in 
our  storage  situation,  Mr.  Chairman.  And  not  only  that,  but  winter 
was  approaching  and  we  had  been  seeking  since  2  years  before  to  work 
off  the  unnecessary,  unwieldy,  and  unwanted  and  unneeded  surplus 
stocks  of  crude  above  the  ground. 

With  proration  under  control,  production  under  control,  so  that  you 
can  increase  it  or  decrease  it  according  to  the  needs,  great  stocks  are 
perhaps  not  needed  as  they  used  to  be  needed  when  there  was  no  de- 
pendable wa}'  of  regulating  production. 

So  when  a  drastic  price  cut  came,  it  was  the  result  of  having  too 
much  crude  on  hand.  We  had  many  instances  of  wells  losing  connec- 
tions. I  mean  by  that  that  they  could  not  find  anyone  who  would  buy 
their  oil.  Stocks  were  accumulating  and  had  been  accumulating  for 
some  months,  and  this  drastic  cut  in  the  price  was  sim])ly  another  evi- 
dence of  a  final  warning  of  the  oversupply  of  crude  and  gasoline  on 
hand  at  that  time. 

Mr.  Cole.  It  was  not  then  for  the  purj^ose  of  building  up  reservoir 
pressure  in  the  East  Texas  field  or  other  fields  in  Texas? 

Mr.  Thompson.  I  would  not  say  that  it  was  for  the  purpose  of  build- 
ing up  reservoir  pressure.  We  had  that  result  and  we  saved  thou- 
sands upon  thousands  of  stripper  wells  throughout  America  from 
being  prematurely  abandoned,  and  our  whole  theory  of  conservation, 
so  far  as  I  know,  and  also  its  history,  has  been  to  protect  the  stripper 
wells  from  premature  abandonment,  and  in  order  that  the  whole 
should  be  protected,  it  was  necessary  that  consideration  should  be 
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given  to  that  indication  that  was  so  commonly  and  so  forcibly  giyen 
to  us.  It  is  tlie  best  evidence  I  suppose  you  can  get  of  true  conditions, 
because  as  I  see  it.  no  one  actually  wants  to  cut  the  price.  They  want 
ii  price  that  justifies  exploration,  cost  of  production,  plus  a  reasonable 
l^rofit.  I  think  everyone  wants  that,  and  when  you  have  a  price  as 
low  as  60  cents,  there  are  perhaps  30,000  wells  in  our  State  of  Texas 
that  could  not  operate,  continue  operating  at  that  sort  of  a  price. 
They  would  have  to  be  abandoned  prematurely  and  that  would  be  lost 
forever  to  America,  because  a  small  well  once  plugged  and  abandoned, 
is  seldom  gone  back  to  and  put  back  into  production  except  at  great 
cost.  That  is  being  done  in  Pennsylvania  to  some  extent  by  drilling 
four  wells  around  each  well  and  reintroducing  water  and  forcing 
water  into  one  central  well  from  four  surrounding  wells  but  it  is  an 
expensive  operation  costing  around  $1.25  a  barrel.  What  we  were 
alarmed  at  was  that  winter  was  coming  on  with  an  oversupply  of 
stocks  as  was  evidenced  by  the  cut  in  price. 

Mr.  Cole.  I  see.    In  your  prepared  statement  you  said : 

If  the  Army  and  Navy  need  additional  oil  for  defense,  let  the  Congress  make 
appropriations  to  buy  such  reserves  and  hold  them  against  the  need. 

Do  you  concede  the  riglit  of  Congress  to  do  that. 

Mr.  Thompsox.  You  mean  to  provide  for  reserves  for  the  Navy  and 
the  Army  i 

Mr.  Cole.  Of  course,  they  can  do  that.  Do  you  concede  the  right 
of  the  Federal  Government  to  purchase  oil  fields,  to  acquire  oil  fields 
by  purchase  or  condemnation? 

Mr.  Thompson.  Well,  I  gave  the  example  of  the  helium  and  the 
50,000  acres  that  they  bought  in  the  Panhandle.  I  give  that  as  the 
very  best  evidence  that  I  have. 

Mr.  Cole.  Yes ;  but  most  of  that  was  condemned,  Avas  it  not  ? 

Mr.  Thompson.  I  am  not  informed,  Mr.  Chairman.  My  impression 
is  that  they  bought  it  in  the  open  market. 

Mr.  Cole.  They  did? 

Mr.  Thompson.  I  do  not  think  that  they  had  any  difficulty  in 
buying  it. 

Mr.  Cole.  There  was  never  any  contest 

Mr.  Thompson.  I  am  not  informed,  though. 

Mr.  Cole.  There  was  never  any  contest  in  connection  with  that 
matter  ? 

Mr.  Thompson.  No :  they  were  glad  to  sell  it. 

Mr.  Cole.  There  was  never  any  contest  as  to  the  right  of  the  Fed- 
eral Government  to  so  purchase? 

Mr.  Thompson.  I  know  of  none,  and  I  lived  there  in  the  town  when 
the  purchase  was  made.  Everybody  was  liappy  to  see  the  helium  plant 
established  there. 

Mr.  Cole.  I  agree  with  you  that  there  should  not  be. 

Mr.  Thompson.  My  thought  is  that  the  Government  has  clearly  a 
right  to  appropriate  money  for  national  defense;  and  if  it  includes 
buying  a  field  of  a  convenient  size  and  closing  it  in,  and  keeping  it 
against  a  future  need,  I  think  it  can  do  that. 

Mr.  Cole.  Do  you  concede  that  it  is  a  proper  function  of  the  Fed- 
eral Government  to  aj^propriate  money  for  the  purchase  of  an  oil  field 
and  in  case  of  inability  to  accjuire  such  properties  by  outright  pur- 
chase, to  condemn  them,  for  national-defense  purposes? 
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Mr.  Thompson.  I  have  not  gone  into  it  far  enough;  I  have  not  gone 
into  the  question  of  condemnation.  I  do  not  have  a  brief  on  it.  My 
thought  is  that  the  Government  woukl  certainly  have  the  right  to  buy 
an  oil  field  if  they  needed  it,  and  you  would  probably  have  no  trouble 
in  getting  it,  because  there  is  plenty  of  oil  for  sale.  Other  people  buy 
wells  continually.    It  is  like  buying  shoes  or  uniforms. 

Mr.  Cole.  I  imagine  that  you  would  find  it  a  little  more  difficult 
than  that. 

Mr.  Thompson.  I  will  be  very  happy  to  file  a  brief  on  that  point  if 
you  will  allow  me  to  do  so.  Also  I  would  like  to  have  the  privilege, 
Mr.  Chairman  and  gentlemen  of  the  committee,  of  filing  an  exhaustive 
brief  on  the  constitutionality  of  the  bill  under  consideration.  It  is 
almost  finished,  and  it  might  be  of  interest  to  the  committee  to  read  it, 

Mr.  Cole.  Prepared  by  whom  ? 

Mr.  Thompson.  Well,  I  have  three  or  four  assistants  who  are  work- 
ing on  it. 

Mr.  Cole.  Who  are  they? 

Mr.  Thompson.  Jack  Blalock  is  one.  Elwood  Fonts  is  another. 
They  are  both  present  here.    And  I  consider  them  able  attorneys. 

Mr.  Cole.  Representing  whom? 

Mr.  Thompson.  The  State  of  Texas. 

Mr.  Cole.  The  State  of  Texas? 

Mr.  Thompson.  Yes,  sir;  making  the  study  at  my  request. 

Mr.  Cole.  Maybe  you  can  tell  me  tliis:  Is  it  their  position  that  for 
purposes  of  national  defense  Congress  has  the  right  to  appropriate 
funds  for  the  Federal  Government  to  purchase  or  condenm  oil  fields? 

Mr.  Thompson.  We  have  not  gone  far  enough  with  that  thought  to 
give  you  a  conclusion.  I  would  like  to  file  a  brief  if  I  nnght  have 
that  permission. 

Mr.  Cole.  Well,  I  think  we  might  like  to  have  it. 

Mr.  Thompson.  Well,  if  we  have  an  opportunity  at  a  later  time,  we 
will  present  tlie  brief  and  argument.  I  am  wondering  also,  Mr.  Chair- 
man, if  it  will  be  possible  for  us  to  get  a  copy  of  the  transcript  of  the 
proceedings.     We  are  willing  to  purchase  it. 

Mr.  Cole.  You  mean  today? 

Mr.  Thompson.  As  soon  as  available. 

The  Chairman.  Why,  certainly. 

Mr.  Cole.  Of  course.  Secretary  Ickes'  statement  was  a  prepared 
statement  just  like  yours.  It  went  out  to  the  country,  in  the  press. 
Everybody  who  wanted  it  had  it.  There  was  no  attempt  to  keep  his 
statement  from  anyone. 

Mr.  Thompson.  I  understand,  but  I  want  the  testimony  of  all 
witnesses. 

Mr.  Cole.  The  statement  of  all  of  the  witnesses. 

Mr.  Thompson.  Yes,  sir. 

Mv.  Cole.  Oh,  yes ;  the  transcript  is  available  to  all  of  you. 

Mr.  Thompson.  Can  it  be  purchased,  or  will  it  be  furnished  on 
request  ? 

Mr.  Cole.  Just  like  it  was  in  1934.  We  give  away  as  many  copies 
as  are  available. 

Mr.  Thompson.  That  was  a  fine  contribution  to  the  literature. 

Mr.  Cole.  We  have  a  limited  number.  The  committee  gives  those 
out,  and  then  they  are  available  by  purchase  from  the  Government 
Printing  Office. 
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Mr.  Thompson.  Can  I  purchase  one  from  the  reporter? 

Mr.  Cole.  No;  that  will  not  be  necessary.  I  will  giuvrantee  you 
one  printed  volume  for  nothing.  I  think  anyone  who  lias  contributed 
as  much  to  the  proceedings  as  you  have  is  entitled  to  that,  and  more^ 
too. 

Mr.  Thompson.  That  is  very  kind  of  you. 

Mr,  Cole.  What  explanation  have  you  to  make  as  to  why  Texas 
continues  to  extend  the  State  law  which  the  Coinially  bill  supports 
for  a  term  of  only  2  years  ? 

Mr.  Thompson.  Because  we  want  to  currently  bring  the  bill  up  to 
date  and  incorporate  the  advances  of  the  engineering  science  as  we 
find  them  out,  and  I  am  jiarticularly  anxious,  too.  that  it  be  kept  a 
temporary  law  so  that  we  can  liinit  the  authority  of  tlie  Commission 
as  we  find  out  new  things  which  should  be  done,  put  them  actually 
into  the  statute,  instead  of  leaving  them  to  the  discretion  of  the 
(Commission. 

Mr.  Cole.  Do  any  other  oil-producing  States  have  temporary  stat- 
utes?    Most  of  them  are  permanent,  are  they  not? 

Mr.  Thompson.  Most  of  them  are  permanent,  but  it  is  such  a  fast- 
changing  science  that  I  think  it  is  well  to  put  the  improvements  in 
the  statute  as  we  find  them.  That  has  been  our  reason,  wholly. 
There  would  be  no  trouble  in  making  it  permanent. 

Mr.  Cole.  There  would  be  no  trouble  in  amending  it  if  it  were 
permanent  ? 

Mr.  Thompson.  It  is  much  easier  to  amend  tlie  law  when  it  is 
ex])iring  than  if  it  is  permanent  law. 

Mr.  Mapes.  I  want  to  ask  some  questions  that  1  should  have  asked 
this  morning.  The  reporter  tells  me  that  he  will  put  them  in  the 
hearings  at  their  proper  place  in  the  morning  proceedings. 

Colonel  Thompson,  before  Mr.  Wolverton  asks  you  some  questions, 
I  would  like  to  refer  to  our  discussion  this  morning  about  the  effect  of 
unlimited  production  in  a  field  or  in  a  State  on  production  in  an  ad- 
joining State.  I  dislike  to  go  back  to  the  matter,  but  the  reporter 
tells  me  that  he  will  insert  this  at  its  proper  point  in  your  testimony. 

At  the  time  you  may  recall  I  M^as  looking  foi-  a  statement  relative 
to  the  production  in  Illinois,  and  asking  you  some  questions  about  the 
effect  of  tliat  increase  in  production,  and  wliat  effect  it  wordd  have 
upon  the  industry  in  Michigan. 

We  in  Michigan  are  developing  quite  an  oil  business. 

I  have  before  me  now  the  statement  which  I  was  trving  to  find  this 
morning  and  it  is  contained  in  the  No.  37  Monthly  Report  on  Oil  and 
Gas  Drilling  in  Illinois  bv  A.  H.  Bell  and  G.  Y.  Cohee.  I  think  it  is 
for  November  1939. 

On  page  7  of  the  report  we  find  the  following : 

ECONOMIC    STATEMENT 

Since  crude  oil  procluced  in  Illinois  fields  is  marketed  mainly  in  the  refineries 
of  the  central  refining  district  (i.  e..  refineries  in  Illinois.  Indiana,  Kentucky, 
Michigan,  and  Eastern  Ohio),  the  ratio  of  monthly  production  in  Illinois  to  total 
run-to-stills  in  this  district  is  of  interest. 

I  tried  to  state  this  thought  in  substance,  but  I  am  glad  to  have  tlu^ 
exact  language  now. 


For   the  tirst   11   month 
itarrels)  : 
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of  1939  tilt"   record   is  as  follow: 
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(in   thofusands  of 


Month 

Central 
refining 
district 
runs-to- 
stllls 

Produc- 
tion in 
Illinois  ' 

Illinois' 
percent 
of  runs- 
to-stills 

Month 

Central 
refining 
district 
runs-to- 
stills 

Produc- 
tion in 
Illinois  ' 

Illinois' 
percent 
of  runs- 
to-stills 

14,  370 
13,  544 
14,919 
14,818 

15,  908 
15  675 

30.9 

.July 

August 

15, 990 

Ifi, 030 

16,  431 

2  16,  650 

2  16,  500 

8,737 

9,852 

10,  443 

2  10,  234 

2  9,  888 

54.6 

61.5 

63.5 

2  61.5 

2  60.0 

February 

March 

4,  542              33.  5 
5,380              36.0 

5,  415              35.  5 

6,  849              43.  0 
7  083              4."^  2 

April 

May 

June 

October 

November 

1 

'  U.  S.  Bureau  of  Mines. 

2  Estimated  by  Illinois  State  Geological  Survey. 

Stocks  of  crude'  petroleum  on  hand  in  Illinois,  September  30,  1939,  were 
13,881,000  barrels  as  compared  with  14,026,000  barrels,  August  31,  1939,  and 
11,311,000  on   September  30,   1938,   the  previous  year. 

Stocks  of  refined  products  in  the  central  refining  district  compared  with  the 
previous  year  are  as  follows  (in  thousands  of  barrels)  : 


Gasoline_ 

Gas  oil  and  distillate  fuel 
Residual  fuel  oil 


Sept.  30, 


11,778 
3.917 
2,843 


11,921 
3,  867 


Sept.  30, 
1938 


11,  409 
4,052 
4,799 


Now,  for  November,  the  total  riins-to-stills  in  that  area  were 
16,500,000  barrels.     Of  that  there  was  produced  in  Illinois  9,888,000. 

The  percent  of  the  total  runs-to-stills  in  that  district  in  November 
was  60  percent  as  against  30.9,  11  months  before,  or  January  1939. 

Now,  if  that  situation  continues  is  it  not  going  to  materially  affect 
the  industry  in  Michigan? 

Mr.  Thompson.  I  should   not  think  so. 

Mr.  Mapes.  What? 

Mr.  Thompson.  I  should  not  think  so. 

Mr.  Mapes.  I  cannot  follow  your  reasoning  in  making  that  answer. 

Mr.  Thompson.  Well,  because  Michigan 

Mr.  Mapes  (continuing).  Here  is  one  State  that  increases,  doubles 
its  percentage  of  business  in  that  area  in  11  months  and  it  must  all 
be  business  taken  away  from  someone  else, 

Mr.  Thompson.  It  brought  in  a  new  field. 

Mr,  Mapes.  Of  course  it  did. 

Mr.  Thompson.  Michigan  is  producing  more  than  it  did  before,  too. 

Mr.  Mapes.  But  it  cannot  be  doing  as  mucli  of  this  business,  be- 
cause Illinois  is  doing  60  percent  of  the  entire  business  of  the  area 
in  November  when  it  only  did  30  percent  in  January. 

Mr.  Thompson.  I  believe  you  will  find.  Congressman  Mapes,  that 
Michigan  oil  is  moving  freely  also. 

Mr.  Mapes.  I  am  just  taking  the  report  of  the  State  authority 
of  the  State  of  Illinois. 

Mr.  Thompson.  They  are  producing  more  oil :  yes,  in  Illinois ; 
but  your  market  is  so  great  in  Michigan  and  Illinois  that  it  takes  all 
of  the  oil  both  States  produce, 

Mr.  Mapes.  But,  it  is  confined  to  tliis  area  pretty  largely. 

191158— 40— pt.  2 4 
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Mr.  Thompson.  But  your  consumption  is  so  great  in  Michigan 
M'ith  Detroit  and  all  those  big  cities  that  every  bit  of  your  oil  is 
being  consumed,  I  have  an  idea,  in  the  local  market  and  I  also  have 
the  idea  that  the  local  market  now  is  consuming  more  than  you  are 
producing.  All  Michigan  oil  is  going  readily  to  market.  It  is  dis- 
placing Kansas  crude,  I  suspect,  more  than  Michigan. 

INIr.  Mapes.  If  Illinois  is  continually  displacing  our  oil,  I  imagine 
it  has  some  effect  upon  the  business  in  Michigan. 

INIr.  Thompson.  I  have  an  idea  your  conservation  commissioner 
will  tell  you  that  his  oil  is  moving  freely  and  if  it  is  moving 
freely ■ 

Mr.  INIapes.  Maybe  you  have  talked  w^ith  him.     I  have  not. 

IMr.  Thompson.  I  have  not,  but  I  have  an  idea  that  you  will  find 
it  is  moving  freely.  Your  market  is  so  great,  you  are  in  the  very 
heart  of  the  greatest  consumption  territory,  except  the  New  York 
area. 

Mr.  Mapes.  But,  personally,  I  cannot  see  how  that  affects  the  situ- 
ation, no  matter  how  great  the  consumption  is;  no  matter  how  great 
the  demand  is;  if  Illinois  increases  its  proportion  or  dou])les  its  pro- 
portion of  the  demand  and  the  supply,  it  seems  to  me  it  must  affect 
the  industry  in  other  States. 

]Mr.  Thompson.  If  you  should  find  that  Michigan  also  is  increasing 
its  part,  too,  would  not  that  answer  the  question? 

Mr.  Mapes.  No  ;  I  do  not  think  it  would. 

Mr.  Thompson.  Well,  I  am  sorry.  I  just  cannot  sec  any  other  way, 
as  long  as  Michijjan's  oil  is  moving  freely  also. 

Mr.  Mapes.  Well,  I  wanted  to  get  those  figures  in  the  record  so  as 
to  complete  the  inquiries  I  was  making  this  morning. 

Mr.  Thompson.  It  would  be  necessary  to  see  how  Michigan  is  going. 
If  Michigan  is  increasing  also,  it  is  a  matter  of  congratulation  to  both 
States. 

Mr.  Mapes.  But  it  has  quite  a  model  law,  I  am  told. 

Mr.  Thompson.  Yes ;  a  good  law  and  well  administered.  You  have 
got  admirable  administration. 

Mr.  Mapes.  It  is  in  good  hands. 

Mr.  Thompson.  It  is  in  good  hands. 

]\Ir.  Keo.y.  If  Michigan  and  Illinois  are  increasing  production  and 
the  other  States  follow,  what  effect  will  that  have,  then,  on  the  con- 
sumption demand  ? 

Mr.  Thompson.  If  Michigan  and  Illinois  are  both  increasing  and 
other  States  also  increase? 

Mr.  Kelly.  Yes. 

Mr.  Thompson.  Well,  we  are  showing  an  increasing  consumption 
continually.     We  are  using  more  gasoline  all  of  the  time. 

Mr.  Kelly.  Are  you  sure  of  consumption  ? 

Mr.  Thompson.  Consumption  increased  ai:)i3roximately  6  percent  in 
1939  over  1938  and  6  percent  in  1938  over  1937,  and  I  am  estimating  8 
percent  in  1940  over  1939. 

]\Ir.  Kelly.  Automobile  sales  appear  to  be  good. 

Mr.  Thompson.  Prospects  are  fine. 

Mr.  Kelly.  That  is  true. 

Mr.  Thompson.  So  we  have  a  general  increase  all  over.  It  is  a  most 
wonderful  industry;  the  situation  the  oil  industry  is  in  is  the  most 
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wonderful  of  aii}^  industry,  because  we  have  sometLing  here  where 
there  is  no  limit  to  our  consumptive  capacity. 

Mr.  Kelly.  Two  cars  in  every  garage  now. 

Mr.  Thompson.  Almost  unlimited  demand. 

Mr.  Kelly.  I  hope  that  there  will  be  three  more. 

Mr.  Thompson.  I  hope  that  we  can  continue. 

Mr.  WoLVERTON.  Some  of  them  up  our  way  stay  in  the  garage. 

Mr.  Cole.  Mr.  Wolverton,  do  you  have  any  questions? 

Mr.  WoLVERTON.  What  are  your  objections  to  the  Cole  bill? 

Mr.  Thoimpson.  My  objection  to  the  Cole  bill  is  that  I  believe  the 
bill  is  unnecessary,  and  I  do  not  see  any  need  to  legislate  on  something 
that  is  not  needed. 

Mr.  Wolverton.  What  would  the  bill  do  that  you  consider  as  unnec- 
essary ? 

Mr.  Thompson.  It  would  put  a  national  administrator  in  charge  of 
the  oil  industry  and  Avould  take  the  control  completely  away  from  the 
States. 

Mr.  Wolverton.  Is  it  your  opinion  that  the  Cole  bill  would  elimi- 
nate State  regulatory  bodies? 

Mr.  Thompson.  It  would  make  it  a  duplication  that  would  be  so 
completely  unnecessary,  because  when  the  State  regulatory  body  con- 
flicted with  the  will  of  the  administrator,  the  will  of  the  administrator 
would  prevail. 

Mr.  Wolverton.  Will  you  take  the  bill  and  read  to  me  the  lan- 
guage in  the  bill  that,  in  your  opinion,  would  have  that  effect? 

INIr.  Thompson.  Findings;  whenever  the  administrator  will  find 
that  waste  is  occurring  he  can  stop  that  waste. 

Mr.  Wolverton.  Is  there  any  Federal  or  State  body  that  could 
stop  waste  if  it  is  occurring  today? 

Mr.  Thompson.  We  have  attempted  to  do  it  as  best  we  can  in  our 
State  of  Texas. 

Mr.  Wolverton.  What  do  you  consider  waste? 

Mr.  Thompson.  Well,  in  our  State  it  is  defined  very  definitely  of 
producing  oil  with  excess  of  gas-oil  ratios  or  killing  a  producing  strata 
wnth  water;  or  prematurely  abandoning  production;  or  producing  at 
excessive  rates  that  would  use  the  energy  in  a  manner  that  would 
cause  it  to  drive  to  the  top  of  the  earth  a  smaller  amount  than  could 
be  produced  by  a  more  judicious  use  of  the  motivating  energy. 

Mr.  Wol\terton.  If  that  is  a  correct  definition  of  waste,  then  what 
does  demand,  supply  and  demand,  have  to  do  with  that? 

Mr.  Thompson.  In  our  State  we  have  a  statute  that  says  produc- 
tion in  excess  of  market  demand  is  waste  and  that  is  based  upon  evap- 
oration of  crude  in  storage  above  ground. 

Mr.  Wolverton.  Let  us  analyze  that  for  a  moment.  You  gave 
that  answer  to  Mr.  Cole  at  the  beginning  of  this  session.  Will  you 
just  elaborate  a  bit  on  that  and  explain  to  me  how  production  in 
excess  of  the  estimated  demand  constitutes  waste? 

Mr.  Thompson.  In  the  first  place,  if  you  produce  an  excess  of  the 
transportation  facilities,  you  would  have  oil  stacking  up  in  storage 
even  in  open  earthen  storage  as  they  had  in  Oklahoma,  where  the 
statute  in  Oklahoma  was  upheld  because  of  the  occurrence  of  waste 
in  open  storage,  even  in  the  most  efficient  storage  if  you  will  look  at 
the  openings  of  the  tank,  you  can  see  vapors  going  up  in  the  air,  and 
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those  are  the  lighter  ends  of  the  crude,  which  arc  the  most  vahiable 
of  all  the  crude. 

Mr.  WoLVERTON.  Prior  to  the  enactment  of  your  conservation  act, 
how  much  crude  oil  did  you  find  was  being  wasted  by  exaporation 
tlirough  excessive  storage  as  you  have  now  stated  ? 

Mr.  Thompson.  I  do  not  know  what  the  percentage  was.  I  have 
heai'd  it  testified  to  as  high  as  5  percent  over  the  period  of  time. 
The  Bureau  of  Mines  made  a  very  exhaustive  study  of  it,  however. 
Ml'.  Wolverton,  and  it  should  be  noted  here  at  the  request  of  the 
oil  States  and  by  reason  of  an  appropriation  which  the  Congress 
made  of  $56,000  to  check  up  on  crude  in  storage,  and  I  must  state 
to  you  that  they  found  some  crudes  had  been  in  storage  a  long  while 
and  still  had  as  much  gasoline  content  as  some  freshly  produced 
crude  or  crude  wliich  had  only  been  in  storage  for  a  few  months. 

Mr.  WoL\^RTON.  It  is  difficult  for  me  to  Ansualize  any  company  or 
any  owner  of  an  oil  well  producing  oil  merely  for  the  purpose  of  hav- 
ing it  evaporate.  I  would  assume  that  the}'  would  produce  it  for 
the  purpose  of  sale. 

Now  is  it  your  opinion  that  oil  produced  in  excess  of  what  the 
Bureau  of  Mines  estimates  may  be  the  demand  would  be  wasted  and 
never  used. 

Mr.  Thompson.  Not  at  all.  There  would  be  waste  incident  to  its 
holding  and  being  held  in  storage.  It  is  incidental  waste,  small 
evaporation.    It  is  not  much. 

Mr.  Wolverton.  The  limitation  of  production  fixes  the  price,  does 
it  not? 

Mr.  Thompson.  It  is  bound  to,  indirectly. 

Mr.  Wolverton.  The  more  you  limit  production,  the  higher  the 
price  ? 

Mr.  Thompson.  Well.  I  do  not  think  that  follows.  Our  history 
has  been  rather  interesting  on  that  in  Texas.  Under  proration  the 
price  has  continually  dro])])ed  instead  of  increasing  and  on  the  long 
]:)ull,  has  come  down  steadily. 

Mr.  WoL\TERTON.  That  might  not  be  attributable  to  the  amount 
l)roduced.  The  price  may  have  dropped  because  of  the  cheaper  wa_\^ 
of  making  gasoline. 

Ml-.  Thompson.  But  you  see  it  is  coincidental.  They  happened  to 
occur  at  the  same  time. 

Mv.  Wolverton.  Let  us  get  to  the  basic  principle  that  is  involved. 
Limitatio  nof  production  fixes  price,  does  it  not? 

jMr.  Thompson.  I  suppose  the  answer  probably  would  be  yes;  but, 
however,  I  should  add  that  building  up  great  reserves  underground 
affects  the  price  as  much  as  storage  above  ground,  or  production. 

Mr.  Wolverton.  Availability  of  a  commodity  to  the  consumers 
certainly  determines  its  price. 

Mr.  Thompson.  That  is  correct. 

Mr.  WoL\'ERTON.  And  the  more  available  the  article  is  the  cheaper 
the  price. 

Mr.  Thompson.  Yes:  you  can  have  it  so  available  and  so  much  of 
it  that  nobody  would  even  give  storage  space  for  it. 

Mr.  Wolverton.  Then  when  you  limit  production  you  are  affecting 
])rice  ? 

Mr.  Thompson.  Oh,  I  think  it  is  inescapable  that  there  is  incidental 
(■ffect  on  price  by  limiting  production. 
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Mr.  WoLVERTON.  And  if  you  limit  it  unduly  you  unduly  increase 
the  price  to  the  consumer. 

Mr.  Thompson.  If  you  limit  it  unduly,  you  unduly  increase  the 
])rice  ? 

Mr.  WoLVERTON.  To  the  consumer. 

Mr.  Thompson.  So  long  as  you  are  producing-  all  the  market  con- 
sumes, I  do  not  believe  it  will  have  any  effect  on  it,  because  no  one 
wants  more  than  they  currently  need. 

Mr.  WoLVERTON.  The  market  will  consume  more  of  a  cheaper  article 
than  it  will  of  an  expensive  article,  will  it  not  ? 

Mr.  Thompson.  That  seems  to  stand  to  reason,  but  the  price 

Mr.  Wolverton  (interposing).  I  only  know  from  personal  experi- 
ence. When  I  buy  gasoline  up  our  way,  when  a  price  war  is  on,  for  10 
cents,  I  am  not  nearly  as  careful  as  to  the  mileage  of  my  car  as  I  am 
Avhen  it  is  17  or  18  cents. 

Mr.  Thompson.  It  is  an  interesting  thing  to  note,  Mr.  Wolverton, 
that  the  price  of  gasoline  and  the  price  of  crude  does  not  seem  to  have 
any  relation. 

Mr.  Wolverton.  Well,  from  the  standpoint  of  the  consumer,  there 
is  some  relationship,  it  would  seem,  because  the  price  to  the  consumer 
of  gasoline  must  necessarily  depend  upon  the  ])rice  of  crude. 

Mr.  Thompson.  You  would  think  it  should. 

Mr.  A¥ol\terton.  If  there  is  cheap  crude,  as  the  result  of  large  pro- 
duction, certainly  it  would  be  reflected  in  cheap  gasoline. 

Mr.  Thompson.  Well,  when  crude  was  10  cents  a  barrel,  gasoline 
was  about  the  same  price  as  it  was  when  the  price  was  a  dollar  for 
crude  in  Texas. 

Mr.  Wolverton.  That  was  an  abnormal  situation  then.  There  were 
a  lot  of  elements  that  entered  into  that  that  do  not  apply  to  the  situ- 
ation now,  nor  to  the  phase  of  it  that  I  am  directing  your  attention  to. 
I  am  emphasizing  the  fact  that  it  is  basically  true — and  I  never  heard 
anyone  before  this  connnittee  deny  that  fact — that  limitation  of  pro- 
duction does  affect  the  j^rice  to  the  consumer. 

Mr.  Thompson.  As  a  general  principle,  yes ;  that  would  be  right. 

Mr.  Wolverton.  Then  if  you  unduly  restrict  production  or  improp- 
erly estimate  the  demand,  to  that  extent  you  have  increased  the  price 
to  the  consumer  of  what  is  made  available  to  him. 

Mr.  Thompson.  Unless  you  had  on  hand  in  storage  sufficient  oil  so 
tliat  the  limitation  did  not  affect  the  price. 

Mr.  Wolverton.  But  when  you  fix  production  on  the  basis  of  de- 
mand, as  I  have  understood  it,  you  take  into  consideration  the  amount 
that  is  in  storage. 

Mr.  Thompson.  No;  that  is  absolutely  wrong.  The  Bureau  of 
Mines  does  not  consider  the  amount  of  oil  in  storage  at  all,  and  they 
used  to  indicate  years  ago  when  they  first  began  putting  out  these 
estimates,  some  estimate  as  to  the  removal  from  or  into  storage,  supple- 
menting production,  but  they  quit  that  about  4  years  ago. 

Mr.  Wolverton.  In  your  statement  this  morning  you  emphasized 
rhe  fact  that  the  amount  in  storage  when  the  conservation  act  went 
into  effect  was  260.000,000  barrels.    That  is  what  you  said? 

Mr.  Thompson.  I  said  that  we  had  reduced  storage  by  about  200,- 
000,000  barrels  in  the  last  4  years  in  the  Nation,  and  that  there  were 
some  authorities  who  thought  that  230,000,000  was  the  proper  amount 
to  have  in  storage,  and  some  thought  260,000,000. 
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Mr.  WoLVEUTON.  And  you  pointed  with  j^ride  to  the  fact  that  there 
was  2:50.000,000. 

Mr.  Thompson.  Some  thoiig-ht  that  tliere  shoukl  be  200,0:}0,000,  and 
some  thouoht  that  there  should  be  260,000,000 ;  the  average  was  about 
230,000,000,  and  we  have  just  about  hit  that  figure. 

Mr.  WoLXTSRTON.  In  arriving  at  that  amount  of  storage,  you  did 
compromise  between  the  two  viewpoints,  as  to  the  230,000,000  and 
260,000,000? 

Mr.  Thompson.  No;  we  got  the  testimony  of  what  the  people 
thought  was  the  proper  level  and  found  we  were  out  by  about  that 
amount. 

Mr.  WoLVJ^RTON.  Well  then  you  did  take  into  consideration  the 
amount  that  was  in  storage  when  you  fixed  the  amount  to  be  pro- 
duced? 

JNIr.  Thompson.  Each  State  regulatory  authority  does  that,  but  not 
the  Bureau  of  Mines. 

]Mr.  WoLVERTON.  Tlien  it  is  taken  into  consideration? 

Mr.  Thompson.  Availability;  yes. 

Mr.  WoLVERTON.  So  that  the  amount  then  that  is  produced,  plus 
the  amount  in  storage,  is  supposed  to  meet  the  demand. 

Mr.  Thompson.  Correct ;  that  is  right. 

Mr.  WoLVERTON.  Now,  if  you  limit  the  amount  in  storage  or  if 
you  limit  the  amount  of  production  to  the  point,  we  will  say,  to  make 
a  strong  case,  where  there  would  be  a  scarcity,  you  certainly  would 
raise  the  price  to  the  consumer.  Avould  .you  not  ? 

Mr.  Thompson.  I  am  just  wondering  if  you  could  ever  accomplish 
that  result.     I  doubt  it  seriously. 

Mr.  WoLA^RTON.  I  use  that 

Mr.  Thompson   (interposing).  Theoretically  you  are  correct. 

Mr.  WoLVERTON.  I  use  that  in  order  to  make  my  illustration  clear 
and  certain. 

Mr.  Thompson.  Theoretically  it  would  be ;  what  you  say  would  be 
true ;  actually  it  could  not  happen. 

Mr.  WoL\'ERTON.  It  could  happen  somewhere  between  actual  scarc- 
ity and  a  limitation  to  less  than  demand,  could  it  not  ? 

Mr.  Thompson.  That  is  correct. 

Mr.  WoLVERTON.  And  the  extent  to  which  you  would  limit  it  less 
than  the  demand,  would  certainly  raise  the  price  to  the  consumer  of 
the  part  that  was  available. 

Mr.  Thompson.  Carrying  out  your  theoretical  question;  yes;  that 
is  right. 

Mr.  WoLVERTON.  Now,  when  your  commissions,  the  Texas  Com- 
mission and  other  commissions  that  come  under  your  leadership,  in 
answer  to  one  of  the  major  oil  companies  reducing  the  price  imme- 
diately shut  off  production,  could  it  have  any  other  effect  than  to 
raise  the  price? 

Mr.  Tho^mpson.  It  would  or  could  perhaps  remove  the  cause  of  it 
by  removing  the  surplus  crude  in  storage. 

Mr.  WoLVERTON.  The  extent  tlien  to  which  your  order  reduced 
production  had  a  tendency  to  offset  the  cheap  price  that  that  major 
company  was  offering  its  oil  for? 

Mr.  Thompson.  No;  they  were  buying  oil  at  the  price  they  were 
Avilling  to  pay  for  oil.     They  cut  the  price  they  were  willing  to  pay. 
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Mr.  WoL\'ERTON.  Well,  I  did  not  take  it  that  way,  from  the  reports 
that  I  read. 

Mr.  Thompson,  Is  it  not  what  they  wanted  to  pay  ? 

Mr.  AVoLVEETON.  I  cannot  see  where  that 

Mr.  Thompson  (interposing).  Their  crude  purchases,  Mr.  Wolver- 
ton 

Mv.  WoLVERTON.  Maybe  I  do  not  understand  the  situation  as  fully 
as  I  should.  I  want  you  to  explain  it  to  me.  But,  if  I  offer  you  10 
cents  for  a  barrel  of  oil  that  is  worth  a  dollar,  you  do  not  sell. 

Mr.  Thompson.  You  cannot  make  anybody  sell,  theoretically,  but 
actually. 

Mr.  WoLVERTON.  Then  what  was  the  effect  when  that  company, 
from  the  standpoint  of  the  consumer,  reduced  its  price;  that  is,  the 
offering  price? 

Mr.  Thompson.  I  will  have  to  explain  that  to  you.  You  say  that 
a  man  does  not  have  to  sell.  That  is  theoretically  true;  but  actually, 
he  has  to  sell  to  keep  going  to  pay  his  exj^enses  and  pay  rolls. 

Mr.  Wolverton.  I  regret  exceedingly  I  do  not  have  before  me  a 
news  report  of  the  Associated  Press  that  quoted  you  in  quotes  in 
which  you  directly  said  when  that  price  was  reduced  by  that  com- 
pany, as  I  understood,  as  their  purchase  price,  that  you  said  you 
would  act  and  your  Commission  would  act  and  you  would  soon  take 
care  of  that  situation,  which  you  did  by  issuing  an  order  to  shut  off 
production.  You  got  all  of  the  other  States  to  do  the  same  thing; 
and  the  Interstate  Compact  Commission  met  and  it  did  likewise. 

iSow  what  I  want  to  know  is  where  the  consumer  gets  off  under 
actions  such  as  that?  We  passed  this  act,  the  Connally  Act,  in  the 
interest  of  conservation, 

Mr.  Thompson.  Yes. 

Mr.  Wolverton.  That  is  idealistic;  but  it  struck  me  that  in  Au- 
gust last  all  idealism  was  stripped  from  the  Conservation  Act  and 
it  became  just  what  some  had  charged  it  to  be  from  the  beginning, 
a  stabilization  act  that  stabilized  the  price  for  the  oil  industry. 

Mr.  Thompson.  I  believe  everyone  agrees,  Mr.  Wolverton,  that  in 
order  to  have  a  reasonably  cheap  product,  oil,  you  must  have  a  price 
that  will  pay  for  the  cost  of  operation ;  and  when  you  reduce  it  below 
the  cost  of  operation,  you  will  cause  200,000  wells  to  be  plugged, 
abandoned;  and  that  is  not  true  conservation. 

Mr.  Wolverton.  I  do  not  think  that  there  is  any  more  outstanding 
exponent  of  conservation  in  this  country  tlian  Secretary  Ickes. 
Whether  we  agree  with  hijn  in  every  particular  or  not  is  beside  the 
question;  but  from  the  standpoint  of  conservation,  I  do  not  think 
there  is  any  doubt  but  what  Secretary  Ickes  is  heart  and  soul  in  favor 
of  real  conservation. 

Mr.  Thompson.  I  agree  with  you  thoroughly. 

Mr.  Wolverton,  And  yet  Secretary  Ickes  before  this  committee 
when  it  held  its  hearings  in  Washington  a  few  weeks  ago,  in  answer 
to  my  questions  which  I  have  here  before  me,  said  that  that  action 
by  the  several  State  regulatory  bodies  and  by  the  Interstate  Com- 
pact body  had  every  appearance  to  him  of  using  a  conservation  act 
as  a  stabilization,  price  measure,  and  when  I  jxjinted  out  to  him  that 
this  committee  had  written  into  the  Connally  Act  a  proviso  that  if 
at  any  time  it  was  used  contrary  to  the  best  interests  of  the  consumer 
that  then  the  provisions  of  the  Connally  Act  could  be  made  noneffec- 
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tive  by  proclaiiuition  of  the  President,  he  said.  "Yes;  and  we  were 
on  the  vero:e  of  askino-  the  President  to  do  that  very  thing." 

Now,  that,  to  my  way  of  thinking,  justifies  the  criticism  that  he 
made  that  when  you  use  it  as  a  price  measure  you  are  destroying  it  as 
a  conservation  measure  and  tlie  confidence  that  people  are  expected 
to  liave  in  it  as  a  conservation  measure. 

Mr.  Thompson.  I  woukl  like  to  say,  if  I  may,  that  the  whole  heart 
of  conservation  has  been  the  preservation  of  the  stripper  wells,  and 
if  you  reduce  the  price  so  low  that  the  stripper  wells  cannot  operate, 
you  will  cause  the  greatest  loss  to  conservation  ever  known. 

Mr.  WoLVERTOx.  That  thought  was  presented  to  this  committee  by 
the  stripper- well  people  in  the  original  hearings;  but  I  have  never 
heard  their  interests  advocated  to  the  extent  that  you  are  now  advo- 
cating them  by  any  one  other  than  the  stripper-well  people,  and  it 
seems  to  me — 1  am  speaking  frankly  just  what  is  in  my  mind,  because 

1  want  you  to  give  me  your  reaction  to  it — you  are  using  the  stripper 
wells  now  to  justify  what  you  did  to  maintain  price. 

Now,  you  may  feel  justified  in  having  maintained  price.  I  am  not 
going  to  argue  that  with  you.  All  I  want  you  to  do  is  to  either  admit 
that  it  did  have  that  effect  and  that  was  the  purpose,  which  I  suppose 
you  will  not  admit 

Mr.  Thompson  (interposing).  You  mean  i-emoving  the  extra  sur- 
plus stocks? 

Mr.  WoLVEPJTON.  I  mean  shutting  down  production  in  the  arbitrary 
manner  in  which  it  was  shut  down  by  these  oil-producing  States  with- 
out regard  to  the  interests  of  the  consumers. 

Mr.  Thompson.  The  consumers  had  over  250,000,000  barrels  of 
crude  on  hand  above  ground  ready  to  be  used  and  the  purchasers  of 
crude  were  saying  that  there  was  too  much  oil,  therefore  they  reduced 
the  price  in  order  to  reduce  the  amount  of  oil. 

Mr.  WoLVERTON.  And  you  took  them  at  their  word  and  said  if 
there  is  too  much  oil  we  will  stop  production. 

Mr.  Thompson.  And  w^ork  off  excess  storage. 

Mr.  WoL\"ERTON.  And  without  regard  to  how  much  there  might  be 
in  excess,  you  shut  off  all  production  ? 

Mr.  Thompson.  No:  we  only  shut  off  wells  that  were  flush,  Mr. 
Wolverton.     We  did  not  close  down  any  wells  that  would  be  hurt. 

Mr,  WoLVERTON.  You  shut  off  enough  so  that  it  would  have  the 
effect  of  changing  that  policy  of  reducing  the  price  by  a  major 
oil  company. 

Mr.  Thompson.  For  2  years  we  have  been  doing  the  same  thing 

2  days  every  week,  and  this  month  we  are  shut  in  12  days,  Mr.  Wol- 
verton, because  we  would  produce  too  much  oil  if  we  did  not  shut  in. 

Mr.  WoLVEPvTON.  Can  you  point  out  to  me  any  illustration  within 
the  last  2  years  where  a  major  oil  company  announced  a  reduction 
in  price  aiid  you  immediately  shut  down  all  production  and  called 
in  the  other  States  to  do  the  same  thing  and  had  the  Interstate  Com- 
pact Commission  confirm  it  ? 

Mr.  Thompson.  You  are  assuming  that  the  Compact  Commission 
did  something  we  did  not  do  at  all.  Texas  acted  on  its  own.  Gov- 
ernor Payne  H.  Eatner,  of  Kansas,  and  Governor  Phillips,  of  Okla- 
homa, telephoned  me  and  wanted  a  conference  and  in  response  to 
their  request  we  called  a  conference,  but  the  compact  as  such  took  no 
action  at  all.     Each  State  acted  on  its  own.    We  realize  fullv  what 
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you  are  saying,  but  at  the  same  time  we  had  facing  iis  the  very  life- 
blood  of  onr  States.  200,000  wells  that  would  ha\'e  to  be  ruined  by 
premature  abandonment,  and  I  assure  you  it  was  to  protect  the 
stripper  wells  and  nothing  else. 

Mr.  WoL^-ERTON.  I  cannot  imagine  that  any  such  a  situation  as  you 
are  now  mentioning  could  have  happened  so  quickly  as  to  require 
you,  as  an  officer  of  the  State  of  Texas,  and  those  who  are  associated 
with  you,  and  other  States,  to  act  immediately  to  shut  down  all 
production. 

Mr.  Thompson.  We  were  going  into  winter.  You  would  have  a 
situation  that  would  last  months  and  months,  and  brought  bankruptc}^ 
and  failure  all  over  our  State. 

Mr.  WoLVERTON.  You  did  not  even  take  a  week  to  inquire  into  the 
facts  to  determine  whether  there  was  too  much  in  storage  and  that 
that  brought  about  a  reduction  in  price. 

Mr.  Thompson.  We  are  cuirently  making  those  studies,  constantly. 

Mr.  WoLVERTON.  Then  you  are  doing  it  continually? 

Mr.  Thompson.  Yes;  continually,  day  by  day. 

Mr.  WoLVERTON.  Then  you  knew  that  that  condition  existed  before 
that  company  took  that  action  ? 

Mr.  Thompson.  We  had  been  worried  for  months  and  months  and 
months  with  too  much  crude  and  had  attempted  to  cut  it  down.  I  am 
afraid  I  am  not  making  myself  clear  to  you. 

Mr.  WoLVERTON.  Did  I  understand  you  to  say  that  you  were  cur- 
rently keeping  in  touch  with  the  situation  ? 

Mr.  Thompson.  By  reading  the  Bureau  of  Mines  reports. 

Mr.  WoLVERTON.  Then  why  did  you  not  act  before  the  company 
reduced  the  price  ? 

Mr.  Thompson.  We  had  been  acting;  that  is  why  we  had  shut  down 
2  days  a  w  eek,  and  that  was  not  sufficient. 

Mr.  WoLVERTON.  Is  it  not  true  that  you  did  not  advocate  and  make 
effective  a  complete  shut-down  until  that  company  had  reduced  its 
price  ? 

Mr.  Thompson.  I  have  told  you  that,  but 

Mr.  WoLVERTON.  I  can  see 

Mr.  Thompson  (interposing).  I  am  telling  you  about  shutting  down 
2  days  a  week  for  2  j^ears. 

Mr.  WoLVERTON.  I  understand  that. 

Mr.  Thompson.  What  is  wrong  wnth  that? 

Mr.  WoLVERTON.  I  am  talking  about  this  complete  .shut-down. 

Mr.  Thompson.  We  had  not  been  able  to  get  the  surplus  stocks 
worked  off «  and  here  was  the  evidence,  a  cut  in  price  w^as  the  best  evi- 
dence that  there  was  too  much  in  storage. 

Mr.  WoLVERTON.  Then  you  knew^  before  that  company  took  that 
action  that  there  was  too  much  oil  in  storage  ? 

Mr.  Thompson.  That  was  the  basis  of  our  trouble  for  a  year. 

Mr.  WoLV'ERTON.  I  say  you  know-  that? 

Mr.  Thompson.  We  were  trying  to  reduce 

Mr.  WoL\^RTON.  I  say  you  knew  that  at  that  time  ? 

Mr.  Thompson.  Everyone  kncAV  it,  and  for  years  we  have  been  try- 
ing to  remed}^  it. 

Mr.  WoLVERTON.  Why  did  you  not  act  before  that  company  reduced 
the  price  ? 

Mr.  Thompson.  We  had  been  acting  continually. 
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Mr.  WoLVERTON.  But  you  had  not  shut  down  completely. 

Mr.  TriOMPSOx.  For  2  days  a  week. 

Mr.  AYoLVERTON.  You  had  not  shut  down  completely? 

Mr.  Thompson.  Yes';  2  days  a  week  entirely. 

]Mr.  AYoLVERTON.  But  you  shut  off  all  production? 

Mr.  Thompson.  We  had  been  shutting  off  2  days  a  week  for  2 
years,  and  this  month  we  are  shut  in  12  days. 

Mr.  WoLVERTON.  Yet,  when  they  reduced  the  price,  j^ou  shut  off  all 
production  for  15  days,  not  just  2  days. 

Mr.  Thompson.  We  did  for  15  days. 

]\Ir.  Wolverton.  You  did  it  long-  enough  to  make  effective  what 
you  were  seeking  to  do,  and  that  was  to  change  the  policy  of  the  com- 
l^any  from  reducing  the  price  of  oil? 

]\ir.  Thompson.  I  believe  I  can  explain  to  you  in  a  one-word  sen- 
tence. We  called  a  shut-down  and  then  immediately,  coincidentally, 
called  a  hearing  to  inquire  of  the  industry  as  to  the  state  of  stocks. 

Mr.  Woi.vERTON.  In  other  words,  you  shut  down  and  then  called 
a  hearing? 

Mr.  Thompson.  Locked  the  door  before  the  horse  was  gone;  yes, 
sir;  instead  of  waiting  until  he  was  gone. 

Mr.  WoLVEKTON.  Well,  I  see  it  in  an  entirely  different  way,  and  I 
am  sorry  that  your  explanation  has  not  explained  it  to  me.  I  do 
hate  to  have  somebody  pour  water  on  me  and  tell  me  that  it  is 
raining. 

Mr.  Thompson.  I  am  not  attempting  to  do  that  at  all,  and  it  is 
very  real  as  far  as  these  stripper  wells  are  concerned.  I  think  that 
you  will  hear  the  other  States  say  the  same  thing.  I  am  sure  you  will. 
I  have  not  collaborated  with  any  of  them,  but  the  stripper  well  case 
is  serious. 

Mr.  WoL^'EPTON.  Well,  I  anticipate  that  you  will  come  loefore  us  as 
a  spokesman  of  the  interstate  compact.     I  hope  that  you  do. 

Mr.  Thompson.  I  hope  to. 

Mr.  WoLVERTON.  When  the  interstate  compact  commission  is  heard. 

Mr.  Thompson.  Y^es,  sir;  and  I  will  bring  all  of  the  records  that 
I  have  on  that. 

iMr.  WoLVERTON.  At  which  time  it  may  be  that  we  can  have  some 
of  the  reports  containing  the  text  of  what  you  are  quoted  as  having 
said. 

Mr.  Thompson.  I  shall  be  very  hap])y  to  have  them. 

Mr.  WoL^'ERTON.  I  anticipate  that  you  will  be  a  witness. 

Mr.  Thompson.  I  shall  be  happy  to  be. 

Mr.  WoL^^5RTON.  Now,  you  say  that  you  have  asked  for  the  pre- 
paration of  a  brief  on  the  constitutionality  of  this  bill. 

Mr.  Thompson.  Y^es. 

Mr.  WoLVERTON.  To  be  submitted  to  the  committee. 

Mr.  Tno^rpsoN.  Yes. 

Mr.  WoLVERTON.  Wlint  are  the  features  of  the  Cole  bill  that  you 
think  are  questionable  from  a  constitutional  standpoint  ? 

]\rr.  Thoinipson.  Whether  or  not  the  Federal  Government  has  the 
authority  to  exercise  police  power  within  a  sovereign  State;  wdiether 
or  not  that  powder  hns  been  handed  over. 

Mr.  WoLVERTON.  Well,  now,  what  provision  of  this  bill  interferes 
with  that  sovereign  power  of  the  State? 
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Mr.  Thompson.  Where  the  Federal  administrator  would  find  waste, 
and  then  if  the  State  authorities  did  not  correct  it,  he  would  cause 
it  to  be  done,  supplanting  State  authority. 

Mr.  WoLVERTON.  Is  it  on  the  assumption  that  waste  would  be  dis- 
covered by  the  Federal  authorities  that  the  State  regulatory  body 
had  not  discovered?  Would  you  object  to  having  that  brought  to 
your  attention? 

Mr.  Thompson.  Not  at  all;  but  it  is  compulsion  that  I  think  it  is 
turning  over  to  the  Federal  Government,  a  duplication  of  what  the 
States  could  do.     Why  have  two  people  doing  it? 

Mr.  WoLVERTON.  Now,  if  this  great  national  resource  that  is  deplet- 
able  and  irreplaceable  is  of  such  importance  for  these  several  States 
to  have  regulatory  commissions  and  come  to  Congress  and  get  its 
assistance  to  make  them  effective  by  legislation  such  as  the  Connally 
Act,  it  would  indicate  to  me  that  the  States  were  interested  in 
the  elimination  of  waste. 

Mr.  Thompson.  They  are. 

Mr.  WolpVerton.  What  objection  could  there  be  if  that  waste 
existed,  for  the  Federal  Government,  if  Illinois  refused,  or  any  other 
State  refused,  to  recognize  that  wasteful  practice,  to  come  in  under 
those  circumstances  and  say,  in  the  interest  of  the  entire  people 
of  the  United  States,  consumers  as  well  as  producers,  you  are  di- 
rected to  correct  that  wasteful  method.  What  is  the  fundamental 
objection  to  that? 

Mr.  Thompson.  Not  necessary. 

Mr.  WoLVERTON.  Not  necessary? 

Mr.  Thompson.  No.  I  think  we  are  doing  a  cracker  jack  job,  if 
I  may  say  so,  may  be  pardoned  for  saying  so,  in  Texas. 

Mr.  WoLVERTON.  If  you  are  doing  everything  that  is  necessary,  then 
there  would  never  be  any  reason  for  the  Federal  Government  to  say 
that  to  the  States. 

Mr.  Cole.  Why  have  him  then  ? 

Mr.  WoLVERTON.  Why,  there  may  be  some  States  that  might  not 
be  as  efficient  as  your  State. 

Mr.  Thompson.  I  ])refer  to  think  that  the  States,  other  States, 
would  be  as  efficient  as  us. 

Mv.  WoLVERTON.  But  we  are  looking  at  it  from  the  standpoint 
not  merely  of  Texas.  We  are  looking  at  it  from  the  standpoint  of 
all  of  the  oil-producing  States  as  well  as  from  the  standpoint  of  the 
consumers. 

Mr.  Thompson.  Well,  if  you  can  do  this  with  oil,  you  can  do  it  for 
coal,  for  sheep  and  goats,  and  wool;  mohair;  watch  out  for  the 
cattle  and  horses;  and  just  let  the  Government  run  everything;  have 
a  totalitarian  government. 

Mr.  WoLVERTON.  Of  course,  you  are  assuming  that  they  are  irre- 
placeable natural  resources. 

Mr.  Thompson.  Well,  they  have  got  to  be  fostered. 

Mr.  WoLVERTON.  What  is  it? 

Mr.  Thompson.  They  must  be  bossed  and  looked  after. 

IVIr.  WoiAT^.RTON.  True. 

Mr.  Thompson.  As  a  matter  of  national  defense  we  will  need  wool. 

Mr.  WoLX'EPTON.  I  do  not  think  in  your  more  serious  moments  you 
w^ould  offer  that  as  an  illustration  comparable  to  the  oil  that  is  in 
the  ground. 
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Mr.  Thompson.  AYell,  the  United  States  Supreme  Court,  one  of  the 
justices,  in  one  of  his  opinions,  said  that  if  you  could  regulate  pro- 
duction in  this  matter,  you  could  api^ly  to  the  wool  groAA^n  on  the 
back  of  the  shee]). 

Mr.  WoLVERTON.  I  am  familiar  Avith  that,  and  I  do  not  want  my 
questions  to  assume  that  I  haA'e  a  particular  viewpoint  along  that 
line;  but  I  am  trying  to  obtain  from  you  an  expression  as  to  what 
is  the  fundamental  ojajection  to  this  bill. 

IMi'.  Thompson.  The  fundamental  objection 

Mr.  WoLVERTON  (continuing).  When  the  P>(leral  Government. 
Avhicli  you  are  using  to  assist  you  in  conserving  a  natural  resource, 
wishes  to  step  in  and  where  necessary  give  additional  help. 

Mr.  Thompson.  Well,  I  do  not  want  to  have  tliem  take  over  that. 

Mr.  Wolverton.  What  is  that  ? 

Mr.  Thompson.  If  I  thought  that  they  were  going  to  stop  at  that,, 
that  would  be  different,  like  the  Bureau  of  Mines;  that  is  fine. 

Mr.  AVolverton.  Now,  you  have  o])ened  that  question.  Have  you 
ever  disagreed  with  the  Bureau  of  Mines  in  the  recommendations 
it  has  made  as  to  the  demand  ? 

Mr.  Thompson.  Well,  Mr.  Wolverton,  I  can  tell  you  this,  any  time 
tliat  a  State  wishes  to  have  the  Bureau  of  Mines  increase  its  indi- 
cated market  demand,  all  that  State  has  got  to  do  is  produce  the 
oil  and  sell  it,  and  then  the  Bureau  will  recognize  it.  Otherwise 
there  Avill  never  be  a  change  and  the  State  would  have  to  stay  right 
where  it  was.  And,  if  a  State  pulls  it  down,  the  Bureau  keeps  it 
down. 

Mr.  Wolverton.  Has  your  commission  ever  acted  differently? 

Mr.  Thompson.  Yes;  many  times. 

Mr.  Wolverton.  Many  times  ? 

Mr.  Thompson.  x4.nd,  Ave  have  pulled  it  up  successfully  by  just 
going  ahead  and  producing  it.    We  could  do  so  noAv. 

Mr.  Wolverton.  Undoubtedly. 

Mr.  Thompson.  I  want  it  kept  free  so  that  any  time  aac  think  that 
the  Bureau  is  unduly  linnting  us  Ave  Avill  be  free  to  go  ahead  and 
produce. 

Mr.  Wolverton.  So,  regardless  of  tlie  interest  of  the  public  gen- 
erally you  want  the  right  to  do  as  j^ou  please? 

Mr.  Thompson.  In  Texas,  gentlemen,  that  is  our  sovereign  right, 
and  Ave  Avill  not  submit  to  tliis  bill.  We  Avill  go  into  the  courthouse 
and  fight  it  all  the  Avay  through  the  courts. 

Mr.  Wolverton.  I  think  that  you  have  stated  your  position  frankly. 

Mr.  Thompson.  Yes.  I  am  against  the  whole  idea  of  centraliza- 
tion of  our  GoA'ernment. 

Mr.  Wolverton.  And  from  the  standpoint  of  Texas  you  probably 
feel  justified  in  that? 

Mr.  Thompson.  That  is  right. 

Mr.  Wolverton.  But  having  in  mind  that  Congress  acts  from  a 
national  standpoint,  you  Avould  not  expect  that  a  matter  that  was 
justified  from  the  standpoint  of  a  single  State  would  necessarily  fix 
the  policy  for  the  entire  TLiited  States  ? 

Mr.-  Thompson.  Well,  Ave  have  6,000,000  consumers  in  Texas  and 
6,000  producers. 

Mr.  WoLA'ERTON.  That  is  true. 
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Mr.  Thompson.  And  I  run  for  an  elective  office.  I  am  certainly 
as  anxious  to  please  the  consumers  as  the  next  man,  and  it  I  do  not 
I  will  not  get  elected. 

Mr.  WoLMSRTON.  I  notice  that  Texas  is  interested  in  the  control  of 
tobacco. 

Mr.  Thompson.  What? 

Mr.  Wol\t;rton.  I  notice  that  Texas  is  interested  in  the  control  of 
tobacco. 

Mr.  Thompson.  They  are  getting  a  bounty  there;  something  goes 
with  it. 

Mr.  WoLVERTON.  I  see. 

Mr.  Thompson.  There  is  a  Santa  Claus  with  that. 

Mr.  WoLVERTON.  I  have  often  thought  that  myself. 

Mr.  THo:vrpsoN.  A  reward  goes  with  the  restraint  of  production  in 
agriculture. 

Mr.  WoLVERTON.  But  the  point  is  that  it  is  Federal  regulation.  You 
have  asked  for  that  in  that  case. 

Mr.  Thompson.  But  they  have  been  given  the  right  to  vote;  the 
farmers  are  given  tlie  right  to  vote  on  it,  and  if  a  certain  number  or 
percentage  voted  in  favor  of  it  they  will  have  it. 

]\Ir.  W^L^-ERTON.  But  it  is  still  Federal  regulation. 

Mr.  Thompson.  They  can  vote  it  down  any  time  they  want  to  by 
voting  not  to  have  it  that  year, 

Mr.  WoLVERTON.  You  would  not  want  that  provision  with  reference 
to  oil  ? 

Mr.  Thompson.  I  do  not  want  it  with  reference  to  oil  at  all.  The 
oil  business  is  doing  good.    It  does  not  need  any  subsidy. 

Mr.  WoLVERTON.  You  want  oil  placed  on  a  different  basis  as  to 
regulation  ? 

Mr.  Thompson.  It  is  doing  all  right.  It  is  not  being  hurt  any- 
where. The  public  is  getting  a  constantly  improved  product  at  a 
constantly  decreased  price  and  the  States  are  prosperous,  and  that 
is  what  we  want  in  government,  to  have  as  little  interference  as  pos- 
sible. God  bless  those  who  can  get  along  without  government  aid. 
L'Ct  us  give  them  a  reward  and  a  halo  instead  of  a  restrictive  law 
under  a  dictator. 

Mr.  WoLVERTON.  I  think  time  and  again  during  the  hearings  I 
have  made  plain  that  I  agree  thort)Ughly  with  what  you  are  saying 
about  conservation.  You  have  said  a  good  bit  else  that  I  cannot 
^gree  with. 

Mr.  Thompson.  About  centralizing  the  Government  ? 

Mr.  AVoLVERTON.  About  what  ? 

Mr.  Thompson.  I  cannot  believe  that  you  believe  in  having  the 
Government  in  Washington  take  over  more  and  more  things. 

INIr.  WoLVERTON.  Some  of  you  folks  from  Texas  have  spoken  so 
effectively  as  to  this  great  national  resource  that  is  depletable  and 
irreplaceable  that  you  would  almost  persuade  me  against  my  reason- 
ing that  it  would  be  necessary  to  protect  it  even  beyond  what  you 
folks  are  willing  that  it  should  be  protected. 

Mr.  Thompson.  But  we  have  presented  the  facts  which  show  that 
there  is  an  increasing  reserve.  The  reserves  are  building  up  more  and 
more  all  of  the  time. 

Mr.  WoLVERTON.  Maybe  you  have  overbuilt  your  case  so  far  as  con- 
vincing me  of  the  necessity  of  conservation  is  concerned. 
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Mr.  Tiio.MPsoN.  There  is  no  necessity  for  the  Federal  Government 
takino;  over  when  a  good  job  is  beinjj  done  by  the  Federal  Government 
and  the  States  both.  Let  ns  let  well  enough  alone,  unless  you  want 
to  legislate  just  to  have  a  new  law. 

]VIr.  WoLVEKTOx.  It  might  seem  strange  for  me  to  be  questioning 
you  and  taking  the  position  tliat  I  do,  in  view  of  the  fact  that  this 
is  an  administrative  measure,  being  advocated  by  Secretary  Ickes, 
and  it  certainly  is  not  incumbent  upon  me,  a  member  of  the  minority, 
to  defend  an  administration's  measure. 

Mr.  Thompsox.  I  will  stay  with  you  throughout  against  Federal 
domination.  I  have  been  against  it  from  the  beginning.  I  think  that 
the  committee  knows  that  we  have  been  against  it  since  the  beginning. 

Mr.  WoLVERTOx.  But  aside  from  that  phase  of  it,  I  do  want  to 
emphasize  the  fact  that  there  is  a  consumer  interest  that  must  be 
recognized  in  all  legislation  of  this  type  and  while  I  am  personally 
anxious  to  see  that  wdiatever  necessary  is  done  in  the  interest  of  con- 
servation, I  am  not  willing  to  overdo  the  conservation  theory  to  the 
detriment  of  the  consumer. 

Mr.  Thompsox^.  I  thoroughly  agree  with  you  on  that. 

Mr.  WoLVERTOx.  But  we  disagree,  however,  as  to  the  modus  oper- 
andi. 

Mr.  Thompsox.  The  free  competitive  urge  will  always  take  care  of 
the  consumer. 

Mr.  "\Vol\'t:rtox.  Not  where  there  is  limited  production. 

Mr.  Thompson.  As  long  as  we  produce  all  that  can  be  consumed. 

Mr.  WoLVERTON.  But  you  clestroj^  that  principle  when  you  limit 
production. 

Mr.  Thompsox.  On  the  contrary,  wdien  you  produce  an  amount 
equal  to  what  is  needed,  you  have  cheaper  and  cheaper  prices  instead 
of  higher  and  higher. 

]\Ir.  WoL^'ERTOx.  I  have  heard  that  argument  too,  but  there  is  some- 
thing which  always  keeps  the  price  pretty  uniform  up  our  way. 

Mr.  Thompsox.  Before  conservation,  the  price  of  gasoline  in 
America  was  29  cents  a  gallon.  Today,  after  20  years  of  conservation 
efforts,  the  price  is  14.4  cents  a  gallon;  less  than  half  what  it  w^as — 
not  counting  taxes — 20  years  ago,  and  you  have  a  far  superior 
product. 

Mr.  WoLVERTOx.  Well,  we  have  improved 

Mr.  Thompsox  (interposing).  I  have  heard  no  kick  from  the  con- 
sumer. 

iVIr.  WoLVERTOX.  Maybe  you  are  not  in  a  position  to  hear  from  them 
to  the  extent  I  am. 

Mr.  Thompson.  I  see  lots  of  folks  every  day. 

Mr.  WoLi'ERTON.  When  you  speak  of  the  price  going  down,  let  us 
give  the  scientists  some  credit  for  that. 

Mr.  Thompson.  The  scientists  are  entitled  to  all  of  the  credit;  the 
scientists  are  entitled  to  every  bit  of  the  credit ;  every  bit. 

Mr.  WoLVERTOx.  I  did  not  want  you  to  have  the  impi-ession  that 
the  State  regulatory  bodies  were  responsible  for  the  whole  thing. 

Mr.  Thompsox^.  Not  at  all ;  we  take  no  credit  whatever. 

Mr.  WoL^T.RTOx.  That  is  all. 

Mr.  Cole.  That  is  all.  Colonel. 

Mr.  Thompsox.  Thank  you  very  much. 

Mr.  Mapes.  Mr.  Chairman 
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Mr.  Cole.  Mr.  Mapes. 

Mr.  Mapes.  I  would  like  to  refer  back  to  a  statement  you  made  in 
answer  to  one  of  Mr.  Wolverton's  questions  for  some  information  as 
to  the  way  this  tiling  works  out  in  practice.  You  said  that  the  amount 
that  any  State  produced  to  meet  any  market  demand  could  not  be 
increased  unless  the  State  violated  tlie  recommendations  of  the  Bureau. 

Mr.  Thompson.  I  do  not  think  I  said  violated  their  recommenda- 
tions. I  said  that  is  the  beauty  of  having  a  recommendation  instead 
of  an  order. 

Mr.  Mapes.  I  congratulate  you  on  your  restating  it  and  will  not  go 
any  further. 

To  what  extent  is  that  done  among  the  States  ? 

Mr.  Thompson.  The  States  look  over  their  situation  and  have  that 
fine  feeling  that  they  can  do  wdiat  they  please  about  their  production. 
If  they  think  they  can  sell  a  little  more,  they  can  raise  their  allowable. 
If  they  do  they  must  then  manufacture  and  market  it  like  Illinois  is 
doing,  and  like  Michigan  is  doing.  That  is  the  beautiful  part  of  keep- 
ing it  free. 

Mr.  Wolverton.  But  my  recollection  of  the  figures  is  that  the 
Bureau  of  Mines  has  actually  been  under  the  demand  more  than  they 
have  been  above  it. 

Mr.  Thompson.  Because  of  this  constantly  increased  use  of  gasoline. 
If  the  product  were  not  good  and  cheap  it  would  not  increase  in  use. 

Mr.  Wolverton.  That  is  just  the  point  I  was  making;  when  you 
reduce  the  price  there  wnll  be  more  use  of  it  and  when  it  is  used  it  is  not 
wasted. 

Mr.  Thompson.  I  thoroughly  agree  with  you.  I  like  to  see  it  made 
cheap,  because  I  do  not  have  any  oil  myself.  I  just  buy  gasoline.  I 
like  for  it  to  be  cheap.  And,  that  is  why  they  are  selling  more  of  it. 
because  it  is  a  better  product  and  is  cheap.  That  is  what  has  made 
the  industry  as  prosperous  as  it  is. 

Thank  you,  very  much. 

(The  exhibits  referred  to  by  Mr.  Thompson  were  retained  in  the 
committee  files.) 

Mr.  Cole.  Thank  you.  Colonel. 

We  will  hear  Commissioner  Sadler. 

STATEMENT  OF  JERRY  SADLER,  MEMBER,  TEXAS  RAILROAD 
COMMISSION,  AUSTIN,  TEX. 

Mr.  Sadler.  Mr.  Chairman  and  members  of  the  committee,  I  am 
appearing  here  today  as  the  junior  member  of  the  Railroad  Commis- 
sion of  Texas,  representing  the  Democrats,  the  Republicans,  the  Social- 
ists, the  American  Party,  and  the  plain  people. 

Mr.  WoLA^RTON.  From  Texas? 

Mr.  Sadler.  Yes,  sir. 

Mr.  Wolverton.  I  wanted  to  make  sure  that  there  were  some  Re- 
publicans down  there. 

Mr.  Sadler.  Well,  the  Republicans  have  all  of  the  wealth  down 
there;  the  Democrats  work  for  the  Republicans,  and  the  Socialists  are 
on  relief  and  trying  to  get  them  to  divide  it  up. 

I  am  going  to  proceed  on  the  assumption  that  this  bill  has  been  urged 
by  two  people,  the  President  of  the  United  States  and  the  Secretary  of 
the  Interior. 
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Mr.  Mapes.  Only  ? 

Mr,  Sadler.  I  beg  your  ])ardon,  sir. 

Mr.  Mapes.  Will  you  put  the  word  "'only"  in  that  sentence  some- 
where ? 

Mr.  Sadler.  I  judge  from  the  questions  propounded  by  the  commit- 
tee, that  this  bill  was  proposed  by  the  Secretary  and  the  President; 
urged  by  them,  and  until  I  am  corrected  by  the  committee.  I  will  apply 
the  word  "only"  to  it. 

My  opposition  to  a  measure  of  this  sort 

Mr.  Mapes.  I  think  the  committee  is  in  the  i)osition  and  attitude  of 
■seeking  information  now. 

Mr.  Sadler.  I  will  try  to  give  you  all  I  can,  sir. 

My  oi)position  to  a  measure  of  this  sort  dates  back  to  when  the  first 
Federal  control  bill  was  submitted  in  1934-3G,  and  since  that  time  I 
have  given  much  thought  to  any  kind  of  legislation  which  would 
permit  the  United  States  Government  to  step  in  and  remove  regula- 
tion of  the  oil  and  gas  industry  from  the  various  States. 

Since  I  can  recall,  the  oil  business  has  faced  a  "crisis"  each  year,  and 
I  he  favorite  cry  of  Federal  control  has  been  heard  with  marked  regu- 
larity nearly  every  12  months  for  many  years  past.  That  threat  alone 
had  brought  enough  excitement  and  bedlam  to  make  any  industry 
shudder  and  wonder  if  it  is  worth  the  price  to  go  ahead  and  make 
investments. 

However,  through  some  strange  medium  the  industry  has  managed 
to  get  along,  and  at  the  end  of  the  year  the  balance  sheets,  as  a  whole, 
have  shown  a  substantial  profit — a  healthy  ])rofit  which  has  prevented 
many  States  from  becoming  so  far  in  debt  that  they  would  have  never 
seen  daylight  again.  Almost  as  a  certainty,  as  soon  as  these  account- 
ings have  been  made,  the  shout  of  Federal  control  has  abated,  and  con- 
ditions have  gone  along  smoothly,  until  another  upheaval  of  govern- 
mental interference  shoots  forth. 

It  appears  passing  strange  that  at  this  particular  time  when  so 
much  is  hanging  fire  over  the  oil  industry  that  the  Department  of 
Interior  would  spontaneously  take  the  notion  of  inaugiu'ating  radio 
broadcasts  to  picture  the  allegedly  "chaotic"  ccmdition  of  the  petroleum 
business.  To  those  who  are  acquainted  with  the  industry,  these  broad- 
<^asts  have  struck  a  lesponsive  chord — responsi^'e  in  the  sense  of  ve- 
hement disapproval. 

In  that,  gentlemen,  I  refer  in  particular  to  one  radio  i)rogram  that 
was  put  on  by  the  Department  of  the  Interior  wherein  I  heard  coming 
over  the  airwavs  a  voice  which  said,  "Scram,  bovs,  here  comes  the 
Feds." 

"What  will  we  do? 

"We  will  have  to  chase  it." 

Mr.  Mapes.  Under  what  program.  ]Mr.  Sadler,  was  that  broadcast? 

Mr.  Sadler.  That  was  the  Department  of  the  Interior  program, 
propaganda,  that  is  ])ut  on  every  Sunday  afternoon  under  the  super- 
yision  of  Mr.  Ickes.  I  did  listen  to  it,  Mr.  Committeeman,  but  I  have 
about  quit. 

Mr.  Mapes.  I  read  about  that  particular  program. 

Mr.  Sadler.  Now,  they  holler  down  here.  "There  comes  the  State 
boys"  and  we  catch  them.  We  put  them  in  jail.  But  we  do  not  put 
on  a  radio  program  about  it,  to  let  everybody  know  what  we  are  doing. 
We  try  to  work  along  in  connection  with  the  Federal  boys.     But 
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we  do  not  put  on  any  radio  i^rogram  and  we  do  not  boast  about  it, 
itnd  I  think  that  that,  in  just  phiin  old  east  Texas  talk,  is  miglity  little 
coming  from  a  department  like  the  Department  of  the  Interior — 
trying  to  indict  by  propaganda  at  this  stage  of  the  game. 

This  is  because  the  situation  has  been  pictured  to  appeal  to  the  aver- 
age person  who  does  not  have  a  thorough  understanding  of  the  industry 
and  the  sincere  efforts  which  States'  authorities  have  made  to  harness 
the  greatest  industry  in  the  world  today. 

They  have  depicted  the  oil  man  and  oil  companies  as  plunderers  and 
pillagers — even  to  the  extent  of  being  on  the  brink  of  rogues — who 
desire  to  grab  all  and  leave  nothing  for  the  benefit  of  humanity.  These 
radio  programs  followed  on  the  heels  of  the  renowned  Madison  oil 
trial  and  in  the  w^ake  of  similar  charges  on  the  Pacific  coast.  My  hopes 
are  that  these  broadcasts  will  not  mislead  those  who  are  not  familiar 
with  the  industry  and  the  amount  of  money  which  it  yearly  turns  in  to 
States  in  tax  dollars  for  governmental  operation  and  to  relieve  the 
poor  and  suffering. 

To  my  notion,  the  Federal  Government  has  been  vigilant  in  its 
prosecution  of  monopolies  and  it  rightfully  should  be.  However,  it 
appears  that  one  point  in  this  connection  is  being  overlooked.  In 
order  to  destroy  monopoly  by  gigantic  corporations,  individual  initia- 
tive must  be  allowed  to  exist.  The  small,  independent  businessman 
nmst  be  given  free  hand  to  operate,  and  he  must  receive  cooperation 
from  those  who  execute  regulatory  authority. 

As  you  gentlemen  are  well  aware,  the  small-business  man  does  not 
usually  have  a  large  amount  of  capital  with  which  to  work.  In  the 
event  he  desires  to  extend  his  operations  he  must  go  to  the  banker 
or  to  some  other  concern  and  borrow  money  to  realize  his  aims.  The 
money  is  generally  advanced  on  the  theory  that  the  repayment  will 
be  within  a  reasonable  length  of  time,  proportionate  with  the  sum 
loaned. 

The  same  is  true  in  the  oil  business.  The  independent  operator  must 
prosper  or  monopolies  Avill  result  from  larger  company  domination. 
With  the  large  amounts  of  capital  at  their  disposal,  major  companies 
could  soon  take  over  control  of  independents  were  a  system  of  pro- 
duction instituted  which  would  extend  oil  pay-outs  over  a  greater 
period  of  time  than  now  allowed.  That  would  place  the  business  on 
the  basis  of  the  man  having  the  most  money  lasting  the  longest,  and 
Avould  eventually  mean  destruction  for  the  independent  operator.  I 
am  sure  that  you  men  realize  this  is  the  truth  from  your  own  business 
experience,  and  you  know  that  practices  such  as  I  have  mentioned 
will  result  in  rapid  usurpation  of  independent  operators  by  major 
concerns. 

Mr.  Mapes.  Mr.  Chairman. 

Mr.  Cole.  ]\Ir.  Mapes. 

Mr.  Mapes.  Would  it  interfere  with  you  if  you  were  interrupted 
there  ? 

Mr.  Sadler.  No.  sir. 

Mr.  Mapes.  I  think  we  are  all  interested  in  the  independent  pro- 
ducer. There  is  a  field  right  adjoining  my  home  city  which  has  been 
developed  within  the  last  year  and  a  half  and  I  understand  there  are 
no  major  companies  operating  in  the  field  at  all. 

What  do  you  say  about  this,  if  the  Government  could  devise  some 
plan  by  which  a  greater  amount  of  oil  and  gas  could  be  produced — 

nil  158 — 40 — pt.  L> o 


QQg  PETROLEUM  INVESTIGATION 

and  I  suppose  that  is  the  aim  of  the  sponsors  of  this  lejiislation — how 
would  that  work  to  the  detriment  of  the  independent  operator? 

Mr.  Sadler.  Well,  if  that  independent  has  based  his  finances,  like 
lots  of  them  have  in  Texas,  on  their  present  system  of  production 
where  there  is  no  physical  waste  and  some  regulatory  body  comes  in, 
whether  it  is  a  State  government  or  whether  it  is  a  Federal  Govern- 
ment body,  and  interferes  Avith  those  })lans.  it  will  end  up  with  bank- 
ruptc}^  and  the  major  companies  will  be  in  control  of  all  of  them. 

Mr.  Mapes.  Of  course,  the  legishition  is  based  upon  the  assumption 
that  somewhere,  some  day,  in  some  field,  it  will  be  found  that  there 
is  physical  waste,  and  by  correcting  that,  the  producers  will  benefit 
as  well  as  the  consumers  and  the  public  generally. 

Mr.  Sadler.  Certainly  they  will  benefit,  sir;  but  you  take  for  in- 
stance  

Mr.  Mapes.  Then  why  would  not  the  independent  operator  benefit 
if  that  happens  ? 

Mr.  Sadler.  He  would  benefit  if  that  should  happen;  but  yet  how 
has  he  benefited,  if  his  property  is  taken  away  from  him  ? 

Now,  I  do  not  know  about  your  particular  case  in  Michigan,  Mr. 
Congressman. 

Mr.  Mapes.  A^Hiat  I  am  getting  at.  and  I  do  not  want  you  to  assume 
anything  fi-om  the  question,  is  how  is  it  going  to  take  the  profit, 
lof)king  at  it  from  a  long-range  point  of  view,  away  from  the  inde- 
pendent operator  ? 

Mr.  Sadler.  My  statement  was  how  would  the  independent  opera- 
tor survive;  and  95  percent  of  the  independent  operators  in  the  State 
of  Texas  are  operating  on  credit.  These  loans  they  have  secured  are 
based  on  the  pay-out. 

Mr.  Mapes.  Well,  I  can  see  how  the  independent  operator  who 
wants  to  get  out  of  the  business  on  a  pay-out-quickly  basis  might 
object,  hut  is  it  to  his  interest  to  object  if  he  can  get  more  oil? 

Mr.  Sadler.  It  is  not  to  his  interest  to  object  to  a  greater  ultimate 
recovery,  but  if  he  secured  these  loans  where  we  considered  there  is 
no  physical  waste,  should  someone  else  step  in  and  cause  that  prop- 
erty to  be  taken  over  by  the  creditor  ? 

Mr.  Mapes.  Pardon  me.     That  is  all. 

Mr.  Sadler.  Bankers  today  consider  loans  on  oil  properties  and 
operations  among  their  safest  investments,  because  of  the  systematic 
regulatory  measures  that  keep  the  industry  on  a  profitable  basis. 

Right  now  let  me  go  on  record  that  I  am  a  firm  believer  in  the 
conservation  of  our  God-given  resources,  and  I  am  sincere  in  my  view 
that  we  should  do  all  within  our  power  to  preserve  them,  at  the 
same  time  using  them  to  the  best  advantage  for  the  present  generation. 

Each  month  the  Bureau  of  Mines  issues  a  forecast  on  the  amount 
of  crude  which  it  calculates  will  be  required  from  each  of  the  several 
oil-producing  States  for  the  coming  month.  On  this  basis,  the  State 
regulatory  bodies  set  their  various  allowables,  the  majority  of  which 
are  below  the  Bureau's  figures.  The  lower  figure  is  fixecl  to  allow 
for  new  well  completions  and  for  production  increases  which  may  be 
required  by  various  operators  to  protect  their  markets. 

The  Bureau  has  been  fairly  accurate  in  its  forecasts,  and  it  has 
done  much  toward  keeping  national  production  on  an  even  keel. 
Texas  has  stayed  under  the  Bureau's  estimates.  The  railroad  com- 
mission's records  show  that  from  January  through  September,  Texas- 
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production  AA^as  25,009,500  net  barrels,  or  6.G  percent  below  the 
Bnie^nrs  figures.  Production  records  for  the  last  2  months  have  not 
yet  been  completed.  I  feel  certain  that  they  will  be  in  line  with 
the  preceding  statement  that  Texas  is  still  under  Federal  calculations. 

In  order  to  remain  within  the  Bureau  estimates,  Texas  oil  fields 
will  be  shut  in  from  production  113  days  out  of  the  ^^^ear's  365  total, 
leaving  252  producing  days. 

The  Bureau  issues  its  estimates  for  the  purpose  of  preventing  the 
mai-ket  from  being  flooded  with  oil ;  in  other  words,  to  keep  suj^ply 
and  demand  on  a  somewhat  ecjual  basis.  To  my  notion,  as  long  as 
States  remain  within  the  Bureau's  estimates  in  setting  their  oil 
allowables  they  are  likewise  permitting  operators  to  receive  the  high- 
est return  for  their  product. 

At  the  present  time,  in  order  to  cooperate  with  the  Bureau  of 
IVIines,  we  are  denying  Texas  operators  and  refiners  the  amount  of 
oil  which  they  need  and  have  asked  for  in  monthly  nominations. 
We  are  doing  this  in  order  to  keep  faith  not  only  with  Washington 
but  also  with  other  oil-producing  States.  Naturally,  we  are  hope- 
ful that  the  Bureau  will  soon  make  a  larger  allocation  for  Texas 
crude,  but  until  that  time,  we  intend  to  keep  Texas  production 
Avithin  the  Bureau's  estimates. 

Mr.  Cole.  May  I  interrupt  you  at  this  time? 

Mr.  Sadler.  Yes. 

Mr.  Cole.  What  was  the  alloAvable  for  Texas  for  the  month  of 
NoA^ember? 

Mr.  Sadler.  One  million — you  mean  the  allowable  as  set  by  the 
connnission? 

Mv.  Cole.  Yes. 

Mr.  Sadler.  1,298,000  barrels. 

Mr.  Cole.  So  AA'hen  you  asked  the  Bureau  of  Mines  in  Washing- 
ton this  fall  to  declare  an  allowable  of  1,844,000  barrels — I  think 
that  is  the  figure. 

INIr.  Sadler.  Yes,  sir. 

Mr.  Cole.  While  you  were  in  Washington,  they  declined  to  do 
that,  and  your  State  commission  followed  suit? 

"Sh:  Sadler.  Yes,  sir.  They  gave  me  their  reasons  for  declining 
to  do  so.     I  Avent  to  Washington. 

Mr.  Cole.  The  Bureau  of  Mines  gave  you  their  reasons. 

Mr.  Sadler.  Yes,  sir. 

Mr.  Cole.  And  their  reasons  were  sound  enough  for  you  to 
f  olloAA'  ? 

Mr.  Sadler.  Yes,  sir. 

IMr.  Cole.  All  right,  sir;  you  may  proceed. 

Mr.  Mapes.  Is  there  any  discrepancy  between  that  last  statement 
of  yours  and  the  statement  of  Colonal  Thompson,  when  you  say, 
"We  are  hopeful  that  the  Bureau  will  soon  make  a  larger  allocatioii 
for  Texas  crude,  but  until  that  time,  we  intend  to  keep  Texas  pro- 
duction Avithin  tlie  Bureau's  estimates"? 

I  got  the  impression  from  what  Colonel  Thompson  said,  that  the 
Bureau  never  gave  you  a  larger  allocation  until  the  State  went  above 
it  itself. 

Mr.  Sadler.  I  do  not  knoAv  that  they  ever  have,  Mr.  Congress- 
man. I  knoAv  I  requested  them  to  do  so  and  they  gave  me  their  rea- 
sons for  not  doing  it. 
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Mr.  ]\rAPES.  Did  not  Colonel  Thompson  say  tluit  they  went  ahead 
of  it  time  and  a«iain? 

]\fr.  Sadler.  AVell,  the  people  of  Texas  just  elected  me  down  there 
last  year,  Mr.  Mapes.  I  Avent  on  the  1st  of  January.  Since  the 
1st  of  January  we  have  not  pone  ahead  of  the  Bureau  of  Mines, 
Prior  to  the  Ist  of  January  1939  they  prohahly  did.  But  since 
that  time  they  have  not. 

I  may  go  so  far  as  to  say  that  some  of  our  refiners  are  importing 
oil  from  other  States  because  they  cannot  get  their  demands  supplied 
from  Texas  crude.  This  is  not  a  normal  condition,  considering  the 
amount  of  crude  which  Texas  is  capable  of  producing, 

I  do  not  claim  that  Texas  has  been  perfect  in  its  administration  of 
oil-  and  gas-proration  laws.  I  do  not  say  that  Texas'  laws  are  perfect. 
We  have  made  mistakes,  and  we  will  likely  continue  to  make  errors, 
as  we  are  not  infallible.  I  do  not  believe  that  any  single  living  indi- 
vidual is.  and  neither  do  I  believe  that  any  administrative  body,  either 
Federal,  State,  or  local,  is. 

We  have  been  sincere  in  making  our  errors,  and  they  have  not  been 
made  knowingly.  Texas,  as  the  largest  known  oil  producer  and  having 
the  largest  oil  reserve  in  the  world,  has  had  a  Herculean  problem  to 
reach  the  status  which  it  enjoys  today.  For  the  short  length  of  time 
which  proration  has  been  in  effect  in  our  State  I  believe  that  it  has 
made  remarkable  strides,  and  it  Avill  continue  to  do  so.  We  have 
nearly  90,000  wells  in  Texas,  and  each  one  must  be  dealt  with  sep- 
arately in  a  final  analysis. 

Practically  every  move  of  importance  we  have  made  has  resulted  in 
a  court  test.  In  the  majority  of  these  cases  we  have  won,  and  in  those 
which  we  have  lost  amends  have  been  made  in  order  that  the  commis- 
sion may  proi)erly  bring  about  the  desired  effect. 

No  one  need  believe  that  the  passage  of  the  Cole  bill  will  bring  about 
a  land  of  milk  and  honey  in  the  oil  business  such  as  some  officials 
would  have  you  believe.  Instead  of  that,  my  prediction  is  that  the 
greatest  series  of  oil  cases  the  country  has  ever  known  will  be  showered 
upon  our  courts  .  Every  step  which  Mould  be  taken  would  l)e  thor- 
oughly tested,  and  I  speak  this  from  experience  and  observation. 

I  do  not  believe  that  any  1  of  2  or  3  or  4  or  18  men  are  capable  of 
regulating  the  Nation's  gigantic  oil  industry,  Texas  has  gone  to  great 
expense  to  bring  about  proration  to  its  oil  business,  not  oidy  in  the 
matter  of  personnel  but  in  the  collection  of  engineering  data  and  the 
execution  of  laws,  rules,  and  regulations.  Now,  the  Cole  bill  proposes 
to  duplicate  this  work  of  more  than  half  a  dozen  years  and  take  prac- 
tically every  regulatory  power  which  the  State  possesses. 

It  iias  been  said  that  under  the  Cole  bill  there  would  be  points  of 
difference  which  would  arise  between  State  and  Federal  authorities 
as  to  certain  ])roblems.  This  is  openly  admitted,  and  it  is  further  said 
that  these  differences  would  likely  be  numerous  during  the  early  work- 
ings of  the  Cole  bill,  but  that  as  time  would  pass  such  friction  would 
materially  decrease.  Under  the  measure,  it  is  provided  that  wherever 
differences  crop  out.  Federal  authority  would  prevail  over  State  opin- 
ion. With  this  in  mind,  it  is  easy  to  see  the  reason  for  the  decrease  in 
Federal  and  State  difficulties.  Affairs  would  reach  such  a  point  that 
State  authorities  would  cease  to  protest  or  to  intervene,  knowing  that 
they  would  be  butting  their  heads  against  a  figurative  brick  wall. 

I  wish  you  gentlemen  had  the  o])portunity  to  visit  each  of  the  521 
oil  fields  in  Texas  instead  of  merely  the  gigantic  East  Texas  field 


PETROLEUM  INVESTIGATION  QH 

yvhk'h  YOU  will  see  in  a  short  time.  Only  then  would  it  be  possible 
for  YOU  to  realize  in  a  measure  the  task  which  confronts  the  Texas 
Connnission.  We  haYe  practically  every  problem  known  to  the  oil 
industry  with  wdiich  to  deal,  and  I  am  firm  and  steadfast  and  sincere 
in  my  opinion  that  the  Federal  Government  would  not  do  a  more 
efficient  job  than  the  commission  has  done  in  the  length  of  time  which 
it  has  had  to  control  the  industry. 

By  no  means  does  Texas  intend  to  turn  over  lock,  stock,  and  barrel 
its  rights  of  sovereignty  to  the  Federal  GoYernment,  and  no  truer  ex- 
ample of  giving  up  State's  rights  would  be  than  to  turn  loose  our 
gOYernment  of  nearly  40  percent  of  this  Nation's  oil  production  and 
54  percent  of  known  oil  reserves.  I  belicYe  that  eYery  citizen  of  Texas 
is  behind  me  when  I  say  this.  I  do  not  mean  to  belittle  the  National 
GoYernment  nor  to  oppose  its  pathways  toward  aiding  and  protect- 
ing our  citizens. 

My  point  is  that  control  of  Texas  oil  industry  belongs  in  Texas,  as 
one  of  our  State  rights  and  for  the  preserYation  of  the  type  of  de- 
mocracy for  which  our  forefathers  bled  and  fought  and  died.  We 
haYe  endeavored  to  carry  on  that  heritage  without  relinquishing  one 
iota  of  authority.  I  am  sure  that  you  gentlemen  feel  the  same  about 
the  rights  of  your  home  States  with  the  same  sincerity  as  we  do  in 
Texas. 

During  the  early  days  of  proration  in  Texas  there  was  much  "hot" 
oil,  and  it  was  indeed  a  difficult  task  to  pnt  a  stop  to  this  practice.  I 
am  sure  that  you  are  familiar  with  the  details  of  the  fight  which  Texas 
had  in  this  connection,  so  there  is  no  need  of  me  repeating  it  to  yon. 
But  let  me  say  that  the  Connally  Act  was  of  much  benefit,  serving  as  a 
backlog  for  State  proration  laws.  You  knoAv  it  has  functioned  w^ith 
much  benefit,  but  aside  from  the  power  which  it  allows,  we  in  Texas 
desire  no  greater  Federal  conti'ol.  The  Connally  Act  has  serYed  to  an 
advantage  where  the  Cole  bill's  passage  Avould  mean  total  abandon- 
ment of  State  rights  and  dissipation  of  money  and  energy  that  could 
be  put  to  a  more  profitable  return  elsewhere  in  our  governmental 
structure. 

I  will  not  say  that  there  is  no  illegal  oil  in  Texas  today.  It  would 
be  folly  to  make  such  a  statement,  just  as  it  would  be  fallacious  to 
say  there  is  no  crime  in  the  Nation  today  despite  Federal,  State,  and 
local  laws.  How^ever,  I  will  make  the  statement  that  the  amount  of 
"hot"  oil  in  our  State  today  is  the  lowest  in  history,  and  that  the 
industry  as  a  whole  is  healthier  than  ever  before.  "Hot"  oil  has  come 
to  a  trickle,  and  the  amount  is  so  infinitesimal  that  it  is  hardly  worth 
mentioning.  This  is  not  to  indicate  that  the  commission  has  relaxed 
its  vigil  for  such  practices,  because  our  personnel  is  thoroughly  in- 
structed to  track  down  every  clue  where  illegal  operations  are 
indicated. 

It  is  my  earnest  hope  that  none  of  you  will  be  misled  as  to  the  con- 
ditions in  Texas,  and  I  am  sure  that  officials  of  other  prorated  oil- 
producing  States  can  speak  for  themselYCS.  The  headway  which  we 
haYe  gained  during  recent  years  has  been  outstanding,  and  our  records 
are  in  better  shape  than  ever  in  the  past.  Federal  control  would  mean 
throwing  the  oil  business  in  Texas  back  5  or  6  years,  because  new 
officials  would  require  that  length  of  time  to  become  familiar  with  the 
work  which  has  already  been  accomplished,  and  also  to  become  ac- 
quainted with  Yariegated  conditions  in  thousands  upon  thousands  of 
oil  fields  throughout  the  Nation.     The  industry  could  offer  its  whole- 
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liearted  assistance,  but  there  is  a  limit  to  human  understanding,  and 
the  oil  business  would  be  severely  penalized  to  its  own  detriment. 

I  am  sure  you  remembei-  the  days  of  (iovennnent  operation  of  rail- 
roads durhig  the  World  Wai'.  I  don't  believe  that  you  could  call  the 
job  entirel}'  successful.  Today  the  Government  has  been  forced  to 
dole  out  large  sums  of  money  so  that  rails  may  continue  operating. 
You  are  also  awai-e  of  the  plight  of  the  farmer.  That  same  condition 
could  come  about  in  the  oil  industry — an  industry  which  has  asked  no 
(Quarters,  but  which  turns  in  millions  of  dollars  annually  for  Federal, 
State,  and  local  govenuncntal  dis])osal.  Why  destroy  the  goose  that 
lays  the  golden  egg  i  Do  you  recall  any  other  industry  which  enjoys 
the  sound  financial  status  which  the  oil  business  does? 

Federal  control  of  any  industry  is  merely  short  of  expropriation, 
and  we  have  seen  that  sort  of  practice  in  our  neighbor's  front  yard. 
Any  legislative  measure  which  gives  a  govermnent  control  of  private 
business,  such  as  the  Cole  bill  makes  allowances  for  the  oil  industry, 
strikes  at  the  bulwark  of  our  democratic  Constitution.  While  the  bill 
does  not  crush  nor  annihilate  private  entei-prise.  it  limits  and  restricts 
its  course  until  competition,  the  backbone  of  business,  is  pushed  into 
the  background,  thereby  foreshadowing  monopolistic  operations. 

Federal  control  of  the  oil  business  reminds  me  of  an  adage  which  my 
dad  used  to  quote  to  us  when  we  were  down  on  the  backwoods  farm. 
It  was,  '^'Don't  worry  about  why  a  black  hen  lays  a  white  egg — get  the 
egg."  It  seems  to  me  that  proponents  of  the  Cole  bill  aren't  satisfied 
with  just  having  the  egg,  they  want  to  worry  about  where  the  egg 
comes  from,  and  they  want  to  get  the  hen  to  see  what  makes  her  lay. 

Texas  is  proud  of  her  oil  industry  and  every  one  of  her  operators. 
It  is  true  that  the  commission  and  some  operators  have  come  to  odds 
over  various  administrative  duties,  but  that  is  to  be  expected.  How- 
ever, as  a  whole  we  have  all  worked  together  for  the  good  of  the  State 
as  a  whole.  We  are  likewise  i)roud  of  the  job  of  proration  which  we 
have  done,  and  for  it  we  make  no  apologies  to  anyone.  If  we  are  per- 
mitted to  retain  the  authority  which  is  justly  ours,  we  will  continue  to 
progress  and  do  better. 

If  you  were  an  oil  operator,  would  ^ou  want  the  administration  of 
your  business  a  couple  of  thousand  miles  away^  If  some  point  of 
difference  arose  which  you  did  not  believe  a  branch  office  handled 
properly,  AAould  you  want  to  have  to  get  in  your  car,  ride  on  a  train,  or 
take  an  airjilane  to  the  Nation's  Capital  "way  up  there  in  Washington 
to  ask  for  a  reconsideration  ?     I  don't  believe  you  would. 

In  Texas  the  entire  commission  is  at  the  disposal  and  convenience  of 
operators  and  refiners.  It  is  hardly  a  day's  trip  by  any  modern  con- 
veyance from  any  part  of  the  State  to  the  commission's  offices.  This 
allows  any  operator  to  come  directly  to  the  seat  of  government  and 
protest  any  district-office  disposal  of  whatever  problem  with  which  he 
is  confronted.  Don't  you  believe  that  if  you  were  an  operator  you 
would  appieciate  an  arrangement  of  this  sort  more  than  you  would 
the  AVashington  situation,  which  I  liave  previously  mentioned?  I 
think  you  are  agreeable. 

As  statesmen  charged  with  the  duty  of  making  our  national  laws, 
I  do  not  believe  that  you  will  reconnnend  passage  of  a  bill  which  tends 
to  disci'edit  the  remarkable  and  meritorious  work  which  Texas  and 
most  of  the  other  oil-producing  States  have  done.  I  don't  believe 
that  you  will  recommend  passage  of  a  bill  that  seeks  to  eat  away  the 
bone  and  sinew  of  democrac3\     My  opinion  is  that  you  will  give  credit 
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its  just  dues  and  that  you  will  leave  control  of  the  oil  industry  with 
the  several  States. 

As  for  those  States  which  do  not  have  proper  proration  laws,  I  am 
sure  you  can  find  means  of  bringing-  them  into  line.  This  can  be  done 
without  penalizing-  those  States  which  have  worked  hard  and  consci- 
entiously for  the  rioht  and  ha^•e  administered  their  laws  properly. 
We  do  not  live  under  a  dictatorial  code.  AVe  live  under  a  democratic 
Constitution  which  jiuarantees  every  man,  woman,  and  child  freedom 
of  speech,  action,  and  religion.  Let  us  go  forward,  not  backward. 
And  let  us  crush  under  our  heels  every  vestige  or  nidication  of  dic- 
tatorship. 

I  have  heard  quite  a  bit  of  discussion  here  this  afternoon  in  the 
questioning  of  Colonel  Thompson  about  the  origin  of  the  15-day  shut- 
down of  the  oil  industry.  I  have  heard  quite  a  bit  of  discussion  par- 
ticularly this  afternoon  about  this  15-day  shut-down  we  had  in  Texas. 
First,  I  want  to  admit  that  we  shut  down  for  15  days,  so  you  will  not 
have  to  ask  me  that  question. 

Now,  prior  to  this  shut-down  some  10  days  and  some  10  days  prior 
to  the  time  that  the  Humble  Oil  &  Refining' Co.  cut  the  price  of  crude 
oil,  I  got  in  an  airplane  and  went  from  Austin,  Tex.,  to  Kilgore,  met 
with  the  East  Texas  operators  and  discussed  the  probability  of  a  15- 
day  shut-down  or  a  30-day  shut-down.  I  am  not  a  clairvoyant  nor  a 
mind  reader.  I  cannot  read  the  minds  of  the  Standard  Oil  officials  in 
New  York  so  as  to  tell  whether  they  are  going  to  cut  the  price  of  oil ; 
but  I  was  trying  to  find  out  if  those  refineries  could  exist  for  15  days 
without  additional  crudes.  I  left  Kilgore  and'  went  to  Amarillo,  Tex., 
in  the  other  corner  of  the  State,  some  800  miles  away,  and  discussed 
the  shut-down  with  them.  I  came  back  to  Austin  next  morning  and 
discussed  it  with  the  other  members  of  the  Commission  and  that  sub- 
ject had  been  under  discussion  for  some  10  days  when  the  Humble  Oil 
&  Refining  Co.  cut  the  price  of  crude. 

I  do  not  think  you  could  lay  that  to  a  price-fixiiig  measure.  It 
made  me  mad  as  the  dickens  when  the  Humble  cut  the  price  of  oil.  I 
did  not  like  it.  But,  I  had  been  thinking  about  a  shut-down  before 
they  cut  it,  and  finding  out  who  needed  oil  and  what  and  where  they 
could  get  it.  I  jumped  on  the  Humble.  Incidentally,  I  am  right  in 
line  with  you  gentlemen.  I  am  talking  about  the  consumer.  I  went 
so  far  as  to,  I  think,  maybe  violate  the  State  laws  down  there  in  ask- 
ing the  public  to  just  buy  gasoline  from  those  companies  that  did  not 
participate  in  such  practices,  and  those  which  would  give  them  the 
lowest  price. 

I  will  admit  frankly  that  proration,  whether  it  comes  from  either 
the  Federal  or  the  State,  in  a  certain  sense,  anyway  that  you  figure 
it,  is  going  to  be  a  form  of  price  fixing. 

Now,  the  question  is  just  which  can  operate  with  the  least  amount 
■oi  price  fixing,  whether  it  be  the  State  or  whether  it  be  the  Federal 
Government. 

Now^,  this  morning  there  was  some  discussion  here  about  these  engi- 
neers, experts,  that  work  for  the  Federal  Government  being  more 
efficient  than  those  who  work  for  the  State  of  Texas.  We  are  having 
a  hard  job  right  now  keeping  engineers,  efficient  employees,  because 
every  time  we  get  a  good  one  some  of  Ickes'  buncli  in  Washington  hire 
them  away  from  us.  If  they  were  to  go  in  down  there  now  and  take 
over  the  State  of  Texas,  about  50  percent  of  those  employees  that 
would  be  turned  loose  by  the  Department  of  the  Interior  would  be 
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the  ones  Avho  fonnerly  liad  workcnl  for  <lie  llailroad  Conunissioii  of 
Texas. 

Just  the  other  day  the  head  man  down  in  Texas  told  me  that  he 
wanted  to  hire  our  chief  engineer  in  this  east  Texas  oil  field.  He  said, 
''Any  day  yon  do  not  want  him,  we  will  hire  him.'' 

We  possibly  do  not  know  as  much  about  these  things  as  some  of 
these  and  some  of  those  Ickes  hires  and  sends  down  here  to  tell  us 
what  to  do.  We  may  not  be  the  smartest  people  in  the  world,  but, 
gentlemen,  we  think  that  we  are  doing  a  fairh^  good  job  of  conser- 
vation. 

Now,  there  is  another  subject  that  I  want  to  touch  upon,  and  I 
want  to  predicate  it  with  this  remark^ — not  getting  intoi  politics,  but 
I  want  to  predicate  it  so  you  will  understand  my  statement.  I  am  a 
Democrat.  I  am  for  the  President  for  a  third  term  and  I  am  going  to 
openly  suj^port  him.  I  am  not  in  favor  of  some  of  his  Cabinet  mem- 
bers and  some  of  the  policies  that  they  are  advocating. 

Now,  when  it  boils  down  to  these  two  people  onl}^  who  are  spon- 
soi-ing  the  Cole  bill — that  is  all  I  could  get  from  you  gentlemen  this 
morning — two  are  behind  it,  and  that  is  the  President  and  the  Secre- 
tary of  the  Interior. 

^Ir.  Mapes.  You  are  for  one  of  them  and  not  for  the  other,  I 
take  it  ? 

Mr.  Sadler.  I  am  not  for  Ickes  and  his  Federal  control. 

I  have  gone  to  the  bank  on  several  occasions  in  the  last  3  or  4 
months,  talked  with  my  banker,  borrowed  a  little  money,  and  gone  to 
Washington  to  find  out  what  Mr.  Ickes  wanted. 

Now,  first  let  me  take  up  the  President  on  this  matter.  I  do  not 
think  that  he  ever  learned  a  confounded  thing  about  the  oil  industry 
over  there  in  the  State  of  New  York  with  a  governess  and  private 
tutors,  as  he  had  when  he  was  coming  up.  I  do  not  think  that  he 
comes  in  contact  with  the  oil  industry  now,  except  when  he  drives 
about  his  Hyde  Park  estate  in  that  automobile  without  any  top  on 
it  and  he  probably  sees  a  sign  down  there  where  he  can  change  oil, 
or  something. 

Now.  my  personal  opinion  of  this  matter  is  that  Mr.  Ickes  has  spent 
too  much  time  over  at  the  White  House  talking  to  the  President. 
[Laughter.] 

In  going  to  teachers'  college  down  there  in  east  Texas — gentle- 
men, don't  laugh  at  me.    I  am  serious. 

IMr.  Mapes.  We  are  not  laughing  at  you;  we  are  laughing  with 

Mr.  Sadler.  This  is  a  serious  matter  with  me. 

Mr.  Mapes.  I  just  thought  perhaps  that  the  minority  ought  not 
to  get  into  this  discussion ;  that  is  all. 

Mr.  Kelly.  You  are  for  the  President  for  a  third  term? 

Mr.  Sadler.  In  going  to  teachers'  college  down  in  east  Texas,  they 
gave  me  a 

Mr.  WoLATERTON.  As  I  Understand  you  have  more  confidence  in  the 
President  in  a  third  term  than  you  have  in  the  j)resent? 

Mr.  Sadler.  I  thought,  Mr.  Congressman,  that  I  was  just  making 
that  remark  to  predicate  my  statement  so  that  you  would  not 

Mr.  WoLVERTON.  You  are  on  a  firm  basis  from  a  Eepublican  stand- 
point. 

^Mr.  Sadler.  But  anyhow,  in  going  to  that  teachers'  college  in  east 
Texas,  the^^  handed  me  a  book.    They  called  it  a  psychology  book,  and 
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started  me  to  stiidyino;  it.  I  read  a  little  of  it,  and  I  have  tried  to 
psychoanalyze  Mr.  Ickes  on  this  oil  situation,  and  for  the  interest  of 
the  people  of  Texas,  the  interest  of  the  oil  operators,  I,  for  one,  am  not 
willing  to  turn  it  over  to  the  Secretary. 

Gentlemen,  I  thank  you  for  your  patience. 

Mr.  Mapes.  I  would  like  to  ask  one  question  for  information  re- 
lating to  your  shut-down. 

As  I  understand  it  there  is  not  such  a  thing  as  a  complete  shut- 
down of  production  of  oil.    Is  that  correct? 

Mr.  Sadlee.  I  do  not  understand  what  you  mean,  sir. 

Mr,  Mapes.  This  is  what  I  mean :  Even  during  your  shut-down,  you 
produced  a  certain  amount  of  oil  in  the  State.     Is  that  correct? 

Mr.  Sadler.  Yes,  sir. 

Mr.  Mapes.  My  question  was  leading  up  to  this  question :  What 
proportion  of  the  usual  amount  did  you  produce  during  the  shut- 
down ? 

Mr.  Sadler.  Approximately  one-seventh. 

Mr.  Mapes.  As  little  as  that? 

Mr.  Sadler.  Yes,  sir. 

Mr.  Mapes.  I  thought  it  was  larger. 

Mr.  Sadler.  Water  conditions  and  pressure  conditions  kept  us  from 
shutting  some  wells  down, 

Mr,  Wolverton.  That  was  done  to  preserve  the  wells  ? 

Mr.  Sadler.  Yes,  sir. 

Mr.  Mapes.  Some  wells  are  allowed  to  produce  all  that  they  ever 
produced  even  during  sluit-downs,  are  they  not? 

Mr.  Sadler.  Stripper  wells,  which  only  make  two  or  three  barrels 
a  day. 

Mr.  Mapes.  I  am  just  curious  to  know  how  you  and  Colonel  Thomp- 
son differ  in  your  final  results  toward  this  proposed  legislation. 

Mr.  Sadler.  Well,  I  cannot  see  that  we  differ  at  all.  We  are  both 
against  it. 

Mr.  Mapes.  That  is  the  way  it  struck  me.     [Laughter.] 

Mr.  Sadler.  But,  if  you  gentlemen  will  pardon  me,  I  want  to  make 
apologies  for  referring  to  politics  in  this  matter,  but  I  am  a  born 
Democrat  and  am  still  a  Democrat,  and  I  will  fight  this  bill  to  the 
very  last,  because  I  think  it  is  wrong.  Mr.  Roosevelt  makes  mistakes, 
and  Mr.  Ickes  can  make  a  whole  lot  of  them,  and  there  have  been  quite 
a  few  misinterjDretations  about  my  position  on  Federal  control  and 
the  Democratic  Party. 

Mr.  Wolverton.  Did  I  understand  you  to  say  that  you  asked  the 
people  of  Texas  not  to  buy  cut-rate  products  ? 

Mr.  Sadler.  Not  cut-rate  oil. 

Mr.  Wolverton.  I  did  not  quite  understand  what  you  said  and  I 
just  wanted  to  clear  it  up  in  my  mind. 

Mr.  Sadler.  I  asked  the  people  of  Texas  to  patronize  those  who 
had  not  cut  tlie  price. 

Mr.  Wolverton.  You  asked  them  to  patronize  those  who  had  not 
cut  the  price  ? 

Mr.  Sadler.  Yes,  sir. 

Mr.  Wolverton.  On  the  theory  that  Colonel  Thompson  gave,  that 
there  was  too  much  in  storage  ? 

Mr.  Sadler.  No,  sir.  We  had  some  companies  down  there  that 
were  selling  gasoline  cheaper  than  the  Humble  that  had  not  cut  the 
price  of  crude,  and  I  wanted  the  consumer  to  get  the  advantage  of 
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that  cheaper  ])iioe  so  as  to  kind  of  help  the  ])oor  royalty  OAviier  and 
farmers. 

Mr.  Mapes.  You  spoke  about  the  control  of  the  industry  by  the 
Federal  Government  if  this  Cole  bill  should  pass.  So  far  as  I  am 
concerned,  and  speaking  for  myself,  I  can  see  how  there  may  be  a 
difference  of  opinion  as  to  whether  there  is  sufficient  necessity  for 
the  passiage  of  additional  Federal  legislation  and  how  many  of  us 
can  raise  the  question  as  to  whether  to  add  to  the  powers  of  the  Gov- 
ernment, and  certainly  the  timing,  we  can  all  agree,  I  think,  whether 
this  bill  is  good  or  not,  the  timing  of  it  may  be  bad ;  but  would  ypu 
say  that  the  State  of  Texas  controls,  through  your  commission,  the 
oil  industry  now? 

Mr.  Sadler.  The  oil  industry  of  the  Nation  ? 

Mr.  Mapes.  No  ;  in  the  State  of  Texas. 

Mr.  Sadler.  I  think  we  have  our  finger  pretty  well  on  the  pulse. 
It  flutters  a  little  bit  every  once  in  a  while. 

Mr.  Mapes.  I  did  not  understand  you. 

Mr.  Sadler.  I  say,  I  think  we  have  our  finger  pretty  well  on  the 
pulse.  It  flutters  a  little  bit  every  once  in  a  while ;  but  we  have  very 
little  hot  oil,  and  the  industry  is  cooperating. 

Mr.  Mapes.  Of  course,  this  has  nothing  to  d<>  with  the  hot -oil 
regulation. 

Mr.  Sadler.  Well,  Mr.  Congressman,  it  would  have  something  to 
do  with  it.  Avould  it  not  ? 

yiv.  jMapes.  It  makes  no  attempt  to  deprive  the  State  authorities 
of  the  right  to  prevent  the  shipment  of  hot  oil  in  interstatement  com- 
merce. As  I  understand  it,  this  bill  simply  ]3roposes  to  make  regula- 
tions to  prevent  the  wasteful  production  of  oil. 

Mr.  Sadler.  Yes,  sir;  that  is  all  we  can  do.  We  have  control  of 
that.     Still,  it  is  turning  it  over  to  Mr.  Ickes,  is  it  not? 

Mr.  Mapes.  There  is  not  a  question  for  debate  on  that,  but  what  I 
am  getting  at  is  this :  Can  we  not  discuss  it — well,  I  will  say  tem- 
perateh' — and  raise  the  question  without  going  to  the  extent  of  saying* 
that  the  passage  of  this  legislation  would  put  the  industry  entirely 
undei-  the  control  of  the  Federal  Government? 

Mr.  Sadler.  As  long  as  you  can  turn  it  over  to  the  Department  of 
the  Interior,  I  think  you  just  might  as  well  have  a  dictator  over 
here,  a  Mussolini. 

Mr.  Mapes.  Of  course  there  will  be  a  change  of  administration 
soon.     [Laughter.] 

You  are  opposed  to  the  administration  of  the  law  rather  than  the 
law  itself? 

Mr.  Sadler.  No,  sir;  I  am  opposed  to  all  of  it;  but  I  am  sure 
enough  opposed  to^  that  part  of  it. 

Now,  I  think  in  Texas  that  we  need  some  regulation  over  refining. 
I  may  differ  with  Colonel  Thompson  on  that.  I  think  we  do,  and  I 
think  we  can  get  a  law  to  that  effect,  but  there  is  no  use  of  turning 
the  whole  dern  business  over  to  the  Federal  Government  just  because 
we  need  a  little  amendment  to  the  statute  there. 

Mr.  Wolverton.  Colonel  Thompson  spoke  very  highly  of  the 
helpful  cooperation  that  is  now  existing  between  the  Federal 
bureau,  through  its  recommendations,  and  the  States.  He  spoke  with 
a  degree  of  confidence  of  the  ability  and  the  effectiveness  of  that 
cooperation. 

You  seem  to  condemn  it  lock,  stock,  and  barrel. 
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Mr.  Sadler.  No,  sir ;  I  beg  your  pardon,  sir.  I  do  not  condemn  the 
Bureau  of  Mines.  That  is  under  the  civil  service,  sir.  They  ^et 
tliat  information.  And  I  went  up  there  to  satisfy  my  own  curiosity 
about  the  matter,  and  we  are  going  to  stay  under  the  Bureau  of 
Mines'  estimate  as  long  as  I  am  a  member  of  that  commission  and  can 
get  one  other  member  to  vote  with  me,  because  I  believe  in  it;  and  I 
tiiink  that  is  control  enough.  They  are  telling  us  what  we  can  pro- 
duce. Now,  they  want  to  come  down  here  and  tell  us  how  we  can 
l>r()duce  it — tell  us  how  we  can  prorate  it  between  fields. 

Mr.  WoLVP^RTON.  It  does  seem  to  me  that  the  good  opinion  that  you 
have  as  to  the  part  that  the  Federal  Government  has  already  taken 
might  have  tempered  your  fear  as  to  the  future  if  they  took  on  a  new 
activity. 

Mr.  Sadler.  No,  sir ;  not  in  that  particular.  There  have  been  some 
statements  emanating  in  the  press  during  the  last  few  days  about 
various  tilings  that  make  me  kinda  wonder  about  some  folks. 

Mr.  WoLVERTON.  You  are  s[)eaking  of  folks  in  the  administration? 

Mr.  Sai;ler.  Yes,  sir;  I  am. 

Mr.  WoLVERTON.  Well,  when  the  committee  took 

Mr.  Sadler.  Pardon  me. 

Mr.  WoLVERTON.  Go  ahead.  You  are  more  interesting  than  I  am. 
[Laughter.] 

Mr.  Sadler.  And  this  bill  [laughter]  as  stated  b}^  this  committee 
this  morning — I  did  not  read  this  in  the  papers — but  this  bill  is  recom- 
mended by  one  of  those  gentlemen,  Mr.  Ickes.  The  chairman  read 
a  statement  that  it  was  recommended  by  the  President.  I  was  up  in 
Washington  one  day  finding  my  way  over  to  the  Senate  Building,  and 

1  got  a  Congressman  over  there  to  call  Chairman  Cole's  office  and 
wanted  to  know  if  I  could  get  a  copy  of  the  bill.  Someone  in  his  office 
said  that  it  had  not  come  over  yet.  and  being  a  country  boy,  I  asked 
ATlien  they  expected  it  over  from  tlie  White  House.     They  said  about 

2  o'clock/ 

So,  I  just  judge  that  the  White  House  had  something  to  do  with  it. 

Mr.  Wolat:rton.  Well.  I  think  in  justice  to  the  President  that  you 
might  refer  to  the  letter  that  he  wrote  to  the  chairman  of  the  commit- 
tee, which  indicated  a  desire  on  his  part  to  have  the  committee  look 
into  the  legislation.  I  did  not  take  it  that  that  was  actually  sponsor- 
ing the  legislation  to  the  extent  of  saying  that,  "I  want  this  bill,"  as 
we  have  been  familiar  with  liim  in  years  in  the  past.  I  think  he 
merely  suggested  that  it  be  a  matter  of  study  and  that  is  the  purpose 
of  this  committee. 

When  we  had  our  hearings  in  Washington — I  do  not  know  whether 
you  were  pi-esent  or  not. 

Mr.  Sadler.  No,  sir. 

Mr.  WoLVERTON.  But  certainly  I  questioned  Mr.  Ickes  as  thoroughly 
as  I  knew  Iioav  as  to  his  reasons  for  asking  for  this  additional  power  or 
authority  and  jurisdiction.  I  pursue  the  same  course  when  you  folks 
opposed  to  the  bill  come  before  us  and  it  is  my  purpose,  and  my  desire, 
to  get  all  of  the  information  I  can  get  on  both  sides  of  the  question 
and  then  this  committee  will  give  it  the  consideration  that  it  is  en- 
titled to  have  before  it  makes  any  recommendation  in  the  matter. 
It  is  the  desire  of  this  committee  to  have  every  possible  help  not  only 
from  the  standpoint  of  those  who  favor  it,  but  likewise  from  those 
who  are  opposed  to  it.     My  questions  were  just  as  searching  as  I 
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could  make  them,  when  addressed  to  the  Secretary,  in  order  that  I 
might  understand  the  reasons  for  this  bilL  And  when  this  hearing 
opened  this  morning,  I  stated  that  I  was  anxious  to  know  first 
whether  the  waste  existed  that  the  Secretary  thinks  this  bill  is 
necessary  to  correct  and  if  such  waste  does  exist  whether  it  is  neces- 
sary for  Federal  legislation. 

I  have  been  a  bit  disappointed  up  to  the  present  moment  that  no  one 
has  yet  taken  the  bill  and  pointed  out  the  dangers  here  and  the 
dangers  there,  and  that  there  is  no  need  for  this,  and  there  is  no  need 
for  that;  but  there  has  been  a  general  condemnation  of  the  bill  with- 
out giving  any  specific  reasons  for  the  objections.  That  is  the  way 
it  has  struck  me  up  to  this  present  moment. 

Mr.  Sadler.  My  first  objection  to  it  is  that  it  is  a  child  born  in  the 
mind  of  Mr.  Ickes,  that  he  needs  that  additional  authority. 

Mr.  Cole.  I  understood  you  to  say  that  you  hoped  the  committee 
might  visit  other  fields  in  Texas  than  the  East  Texas  field.  We  have 
been  in  practically  every  major  field  in  Texas.  We  were  there  in 
1934.  About  the  third  term,  what  are  we  to  conclude  as  to  Texas' 
favorite  son  ? 

Mr.  Sadler.  I  ain't  for  Garner.     [Laughter.] 

Mr.  Cole.  You  liaA'e  stated  that  the  President  and  Secretary  Ickes 
alone  support  the  Cole  bill.  In  reading  the  New  Orleans  Item- 
Tribune  of  yesterday's  date  I  saw  this  article.  There  are  several 
articles  about  oil,  but  one  entitled  "Cole  Hearing  Starts  at  10  A.  M. 
Monday."     I  quote  this  paragraph  from  the  very  well  Avritten  article : 

This  proposal — 

Speaking  of  the  Cole  bill — 

has  met  the  eudorsement  of  the  major  oil  operators  in  the  United  States,  but 
that  vauisliiug  American,  known  as  the  small  independent,  is  up  on  what  is  left 
of  his  hind  legs  and  is  pulling  no  punches  in  his  fight  against  it. 

Mr.  Sadler.  What  paper  is  that  in  ? 

Mr.  Cole.  That  is  in  one  of  New  Orleans'  leading  papers.  It  is  the 
Item-Tribune,  December  10,  1939. 

Mr.  Sadler.  May  I  interrupt?     Did  it  say  the  majors? 

Mr.  Cole.  So  there  must  be  a  lot  of  people  for  this  bill  that  you 
have  not  heard  about. 

Mr.  Sadler.  Did  it  say  that  the  major  companies  were  for  it? 

Mr.  Cole.  That  is  what  it  said.  I  just  read  it  exactly,  word  for 
word. 

This  proposal — 

Referring  to  the  Cole  bill — 

has  met  the  eudorsement  of  the  nvajor  oil  operators  in  the  United  States,  but 
that  vanishing  American,  known  as  the  small  independent,  is  up  on  what  is  left 
of  his  hind  legs  and  is  pulling  no  punches  in  his  fight  against  it. 

So  that  you  are  not  quite  up  to  date  on  this. 

Mr.  Sadler.  It  does  not  make  sense  in  connection  with  that  Ameri- 
can Sixty  Families  Mr.  Ickes  has  been  opposing. 

Are  there  any  further  questions,  gentlemen? 

Mr.  Cole.  I  think  not,  Mr.  Sadler.     Thank  you  very  much. 

The  committee  will  recess  until  tomorrow  morning  at  10  o'clock. 

(Thereupon,  at  4:15  p.  m.,  the  committee  took  a  recess  until  10 
o'clock  the  following  morning,  Tuesday,  December  12,  1939.) 
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TUESDAY,   DECEMBER    12,    1939 

House  of  Representatives. 
Subcommittee  of  the  Committee  on 

Interstate  and  Foreign  Commerce, 

New  Orleans^  La. 

Tlie  subcommittee  met,  pursuant  to  adjournment,  in  the  Roosevelt 
Hotel.  New  Orleans,  La.,  at  10:20  a.  m.,  Hon.  William  P.  Cole,  Jr., 
presiding-. 

Mr.  Cole.  The  committee  will  come  to  order,  please. 

It  is  my  sad  duty  to  announce  that  Mr.  Carl  E.  Mapes,  a  member  of 
this  subcommittee,  died  suddenly  this  morning  at  T  o'clock. 

Mr,  Mapes  was  born  December  26,  1874.  He  was  elected  to  the 
Sixty-third  and  succeeding  Congresses. 

We  are  deeply  affected  by  the  shocking  and  unexpected  occurrence. 

We  of  the  subcommittee,  as  well  as  all  others  who  had  the  privilege 
of  association  with  Mr.  Mapes,  will  remember  him  as  one  of  the  fair- 
est, most  conscientious,  most  able,  and  lovable  men  who  has  served  in 
Congress  in  our  time.  He  Avas  distinguished  by  sterling  qualities  of 
character,  which  deeply  impressed  all  of  his  friends  and  associates. 

Out  of  respect  for  the  memory  of  Mr.  Mapes,  the  subcommittee  will 
terminate  these  proceedings  at  this  time  subject  to  call  at  a  later  date 
by  the  chairman. 

The  committee  Mill  accompany  the  remains  to  Grand  Rapids,  jMich. 

For  the  benefit  of  those  here  who  were  expecting  to  appear  before 
the  committee  today  and  tomorrow,  the  committee  wants  to  thank  you 
for  the  cooperative  spirit  you  have  shown.  Just  what  the  committee 
can  announce  at  a  later  date  for  your  convenience  and  accommodation 
in  order  that  we  might  receive  your  statements,  we  are  unable  to  say 
at  this  time. 

It  has  been  suggested  that  some  statements  prepared  for  the  com- 
mittee today  and  tomorrow  might  be  filed  in  the  proceedings  at  this 
time.  If  you  care  to  do  so,  that  is  agreeable  to  the  committee.  If, 
liowever,  you  want  to  keep  those  statements  for  a  later  presentation 
in  a  personal  appearance  before  the  committee,  I  will  assure  you  very 
definitely  that  such  an  opportunity  will  be  provided.  I  doubt  very 
much  if  that  opportunity  will  be  available  to  you  until  after  Congress 
convenes.     Do  you  want  to  say  anything,  Mr.  Wolverton  ? 

Mr.  Wolverton,  No. 

Mr.  Cole.  Mr.  Kelly? 

Mr.  Kelly.  No. 
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STATEMENT  OF  ERNEST  0.  THOMPSON,  MEMBER  OF  THE  TEXAS 
RAILROAD  COMMISSION 

Mr.  Thoimpsox.  Mr.  C'luiiiiuan,  on  behalf  of  the  Inteistate  Compact 
Commission  antl  the  regulatory  authorities  of  the  various  States,  I 
wish  to  state  here  that  we  are,  like  yourselves,  and  the  members  of 
your  committee,  deeply  shocked  by  the  loss  of  our  good  friend  Con- 
gressman Mapes.  Through  the  years  that  we  have  been  associated 
with  this  committee  we  have  been  uniforndy  impressed  with  his  fine 
character,  his  kindly  nature,  and  his  justness  and  fairness. 

I  think  I  have  never  known  a  kindlier  man  than  Congressman 
Mapes. 

We  extend  our  sympathy  to  the  connnittee  and  ask  that  it  be  con- 
veyed to  the  family. 

Mr.  Cole.  Thank  you,  very  much.  Is  there  anything  further  to 
come  before  the  connnittee  at  this  time  i  If  not,  the  committee  will 
stand  adjourned  out  of  respect  to  the  memory  of  Mr.  Mapes. 

(Thereupon,  at  10:30  a.  m.,  the  committee  adjourned  as  above 
indicated.) 
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House    of    Representatives, 
Subcommittee  of  the  Committee  on  Interstate  Commerce, 

Los  Angeles,  Calif. 

Mr.  Cole.  The  committee  will  come  to  order.  The  committee 
functioning  under  authority  of  House  Resolution  290.  The  pro- 
visions of  the  resolution  I  am  sure  are  familiar  to  those  who  are  to 
appear  before  the  committee,  so  that  in  the  short  time  the  committee 
is  privileged  to  be  in  this  great  city  we  are  hopeful  that  the  witnesses 
will  confine  their  statements  as  much  as  possible  to  the  problems 
before  us.  These  problems,  as  I  stated  are  as  familiar  to  you  as  they 
are  to  the  committee.  The  committee  is  a  subcommittee  of  the  entire 
House  Committee  on  Interstate  and  Foreign  Commerce  similar  to  the 
one  which  was  here  in  1934,  with  the  same  personnel  with  the  exception 
of  Mr.  Pearson,  of  Tennessee,  serving  in  the  place  of  Mr.  Pettengill,  of 
Indiana;  and  Mr.  Holmes,  of  Massachusetts,  servhig  in  place  of  late 
Representative  Mapes,  of  Michigan.  Congressman  Kelly,  of  Illinois, 
und  Congressman  Wolverton,  of  New  Jersey,  were  members  of  the 
subcommittee  in  1934. 

The  committee  is  delighted  to  not  only  be  back  in  California  again 
deahng  with  the  problem  of  such  interest  to  this  State,  but  we  have 
with  us  in  addition  to  the  persomiel  I  have  just  named,  Mr.  Crosser,  of 
Ohio,  Mr.  Wolfenden  of  Pennsylvania,  members  of  the  General 
Committee  and  last  but  not  least  one  of  j^our  own  Congressmen  from 
this  State,  the  chairman  of  the  Committee  on  Interstate  and  Foreign 
Commerce  of  the  House,  Chairman  Lea.  It  was  upon  the  invitation 
and  suggestion  of  not  only  many  residents  of  this  State  interested  in 
petroleum  one  way  or  another  but  of  Chairman  Lea,  that  we  are  here 
today.  I  would  gladly  yield  the  gavel  to  Mr.  Lea,  he  is  my  chairman, 
but  he  has  asked  I  proceed  as  chairman. 

The  committee  is  honored  at  this  time  in  having  as  the  first  witness 
before  us  one  whom  we  met  for  the  first  time  a  few  minutes  ago,  your 
distinguished  Governor.     Governor  Olson. 

STATEMENT  OF  HON.  CULBERT  L.  OLSON,  GOVERNOR  OF 
CALIFORNIA 

Mr.  Olson.  Mr.  Chairman  and  members  of  your  committee: 
I  come  here  more  for  the  purpose  of  having  the  pleasure  of  welcoming 
you  to  California  and  to  serve  you  in  any  way  I  can  in  the  investigation 
of  3^our  committee  into  the  subject  before  it  and  more  in  the  capacity 
as  chief  executive  of  the  State  hoping  that  you  will  be  given  full 
opportunity  to  hear  all  facts  available  and  all  views  of  representatives 
of  the  oil  industry  of  California  than  do  I  come  as  a  witness  myself. 
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I  do  not  believe  tliat  I  am  as  competent  so  far  as  these  technical  phases 
and  data  with  reference  to  the  subject  of  your  inquiry  as  others  who 
will  be  called  and  appear  before  you.  But  it  is  proper,  and  1  do  take 
pleasure  in  welcomino;  you  here  and  offering  every  facility  at  my 
command  and  in  inviting  everyone  who  wishes  to  be  here  to  appear 
before  you  and  contribute  whatever  information  he  may  have  to  your 
committee. 

Mr.  Cole.  Governor,  we  will  be  very  glad  to  have  you  take  a  seat 
if  you  prefer. 

Governor  Olson.  Well,  I  shall  be  very  brief  and  this  will  be 
satisfactory. 

California  is  the  second  largest  oil-producing  State  in  the  Union, 
as  you  know,  and  its  oil  production  is  not  under  State  regulation.  In 
line  with  the  policy  of  other  oil-producing  States  and  the  declared 
policy  of  the  national  administration  the  California  Legislature  last 
year  passed  the  State  oil-and-gas-control  bill  which  received  my  ap- 
proval. Those  who  engage  in  the  oil-producing  business  were  divided, 
some  of  the  producers  were  not  opposed  to  the  bill;  others  were 
definitely  opposed  to  it  and  caused  it  to  be  submitted  to  a  referendum 
vote  of  the  people,  and  at  the  election  held  last  November  it  was 
defeated  by  a  very  substantial  vote.  While  that  bill  was  in  keeping 
with  the  platform  on  which  I  was  nominated  and  elected  as  Governor 
and  I  believe  that  its  adoption  would  have  served  the  cause  of  con- 
servation and  prevention  of  waste  and  the  interests  of  the  consumer 
of  petroleum  products,  and  while  I  believe  the  issue  is  very  much 
confused  and  misunderstood  I  myself  must  bow  to  the  expressed  will 
of  the  people  and  say  to  you  at  the  present  time  any  oil-control  bill, 
whether  State  or  National,  is  not  favored  by  a  majority  of  the  people 
of  this  State. 

Whether  that  attitude  may  change  in  the  future  remains  to  be  seen. 

You  will  no  doubt  hear  from  the  representatives  of  the  various  oil- 
producing  groups  and  others  who  are  of  course  competent  to  give  you 
technicaHnformation  and  facts  which  you  seek,  as  w^ell  as  the  reasons 
advanced  in  support  of  or  in  opposition  to  an  oil-control  measure  as  it 
may  affect  the  oil  industry  of  this  State. 

Very  frankly,  I  might  say  to  you  it  seems  to  me  that  those  engaged 
m  the  industry  are  either  for  or  against  regulatory  measures,  not  upon 
any  principle  of  conservation  or  securing  for  the  consumer  the  products 
of  petroleum  at  reasonable  prices,  but  from  the  standpoint  of  what 
seems  to  them  to  be  to  their  present  immediate  profit  in  the  industry. 

Oil  and  gas  is  one  of  the  richest  natural  resources  of  California  and 
perhaps  it  is  the  greatest  industry  at  the  present  time.  Its  products 
have  become  as  much  a  public  utility  and  impressed  with  the  public 
interest  as  any  other  of  the  recognized  public  utilities.  But  if  the 
people  decide  that  we  should  not  recognize  it  as  such  and  deal  with  it 
as  such,  that  there  should  be  no  governmental  control  in  the  pro- 
ducing, refining,  and  marketing  of  oil  and  gas  and  other  products, 
which  the  measure  defeated  last  November  was  directed  to  accomplish, 
then,  of  course,  these  matters  will  be  left  entirely  to  the  control  of 
private  industry  unless,  indeed,  the  Federal  Government  sees  fit  to 
enact  a  national  act.  I  do  not  believe  that  you  will  hear  from  anj^one 
who  appears  before  you  speaking  for  or  against  the  enactment  of  a 
national  oil-control  bill  who  will  not  declare  himself  in  favor  of  oil  and 
gas  conservation  and  the  elimination  of  waste  and  wasteful  methods 
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of  production  to  further  their  special  opinion  on  the  regulatory  pro- 
visions of  over-surface  or  under-ground  waste  or  overproduction. 
Waste  is  a  question  on  which,  as  I  say,  those  engaged  in  determining 
it  will  divide  according  to  the  way  that  seems  to  be  for  their  greatest 
immediate  profit  or  financial  interest. 

A  proration  of  production,  which  I  understand  is  not  provided  for 
in  the  so-called  Cole  bill,  is,  however,  I  believe,  the  point  of  greatest 
controversy.  Whenever  that  is  proposed — you  know  already  that  it 
lias  caused  the  utmost  confusion  in  the  past.  Before  this  last  year 
there  was  an  effort  to  enact  an  oil-control  bill  which  provided  for  its 
administration  by  representatives  of  the  industry,  selected  by  the 
industry.  That  bill  was  defeated  some  years  ago.  It  was  defeated 
largely  because  of  the  argument  that  it  was  placing  the  administration 
of  the  oil  industry  by  law  in  the  hands  of  privately  selected  representa- 
tives, and  the  fear  that  the  stronger  group  in  the  oil  industry  would 
dominate  the  administration. 

The  fact  is  that  the  record  shows  that  no  oil  bill  was  ever  submitted 
to  the  people  b}^  way  of  initiative  or  referendum  on  the  ballot  in  Cali- 
fornia that  was  adopted. 

I  attribute  in  part  the  defeat  of  the  oil  bill  passed  on  by  the  people 
last  year  to  confusion  and  lack  of  knowledge  of  the  subject  and  the 
fear  that  there  were  not  sufficient  safeguards  against  the  use  or  control 
to  maintain  high  prices  to  the  consumer,  rather  than  to  have  the 
effect  of  conserving  the  interests  of  the  consumer  as  well  as  conserva- 
tion of  the  resources. 

Some  producers  wish  to  produce  to  the  limit  of  the  capacity  of  the 
wells  they  control,  and  with  a  view  of  securing  the  greatest  possible 
immediate  profit,  regardless  of  the  question  of  conservation  or  waste. 
That  is  the  reason  for  opposition  by  some  producers  to  any  regulation 
or  proration  of  production,  and  I  doubt  very  much  that  any  in  the 
industry  would  defer  to  National  or  State  control  of  production  for 
the  purpose  of  prevention  of  that  kind  of  waste  which  consists  of 
shipping  California's  oil  to  Japan  and  other  countries  as  war  material. 

Of  course,  you  know  a  great  deal  of  the  products  of  petroleum  of 
California  are  so  wasted.  My  own  view  on  this  matter  is  that  the 
Federal  Government  is  in  a  better  position  than  the  State  govern- 
ment to  prevent  this  kind  of  waste,  the  sending  out  of  this  country 
of  our  oil  or  oil  products  to  supply  a  market  furnished  by  the  warring 
nations,  instead  of  confining  its  utilization  exclusively  to  our  domestic 
market  and  to  the  long-time  needs  of  the  American  people.  It 
seems  obvious  to  me  if  we  are  going  to  have  real  conservation  of  our 
oil  and  gas  resources  and  their  utilization  for  the  economic  welfare  of 
the  people  and  the  industries  of  this  country,  then  regulation  cannot 
stop  merely  at  laws  which  seek  to  prevent  specific  surface  waste  such 
as  the  unnecessary  blowing  away  of  natural  gas  into  the  air,  or  the 
underground  waste  through  unscientific  and  inefficient  production,  or 
overproduction,  in  order  that  some  may  make  profits  on  shipments 
to  foreign  markets;  but  must  go  further  and  protect  the  consumers  of 
this  essential  utility  through  the  regulation  of  prices  to  the  consumer, 
based  upon  the  scientific  and  orderly  consideration  of  cost. 

Now,  I  am  going  to  take  this  occasion  to  do  a  little  propagandizing 
among  my  constituents  regarding  a  measure  coming  before  the 
special  session  of  the  legislature  which  I  have  called — and  I  apologize 
for  this — but  I  do  think  that  it  is  a  conservation  measure  to  have  a 
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severance  tux  on  the  production  of  oil  and  gas  in  the  State  of  Cali- 
fornia. That  is  not  very  popular  in  this  room.  No  one  engaged  in 
the  oil-producing  business  or  who  is  receiving  benefits  from  oil  pro- 
duction is  out  actively  supporting  my  recommendation  to  tlie  legis- 
lature for  a  severance  tax.  I  do  feel,  however,  and  I  take  this  occasion 
to  say  to  the  oil  industry  that  a  severance  tax  is  actually  in  the 
interest  of  conservation  and  is  imanimously  approved  by  taxation 
students  and  experts  as  a  fvnidamen tally  sound  basis  of  taxation.  It 
is  also  one  that  has  been  adopted  in  all  of  the  other  oil-producing 
States  and  I  do  hope  that  we  may  have  that  kind  of  conservation 
within  the  next  30  da3^s. 

1  shall  be  pleased,  gentlemen,  to  answer  any  inquiries  that  either 
of  you  may  see  fit  to  make.  Perhaps  I  should  apologize  for  not 
going  into  the  subject  of  your  inquiry  in  greater  detail,  any  further 
than  generally  stating  my  views  as  I  have  done,  but  I  am  sure  with 
the  representation  that  there  is  here  today  of  the  oil  industry,  you 
will  find  all  of  the  material  and  reasons  furnished  you  for  or  against 
the  enactment  of  the  Cole  bill,  as  voiced  by  California's  oil  industry, 
And  certainly  any  factual  matters  in  regard  to  that  industry  that  you 
see  fit  to  inquire  for. 

I  do  want  to  take  this  position  here,  that  instead  of  appearing 
before  you  or  having  anyone  appear  before  you  as  representing  an 
advocacy  of  the  policies  that  may  be  followed  finally  by  the  Federal 
Government  in  regard  to  oil  control,  I  want  to  have  everyone  here, 
for  or  agauist  it.  who  is  prepared  to  contribute  opinion  and  reason 
for  his  position  for  or  agahist  that  policy,  to  be  given  a  full  hearing. 
They  are  all  representatives  of  the  oil  industry  in  the  State  of  Cali- 
fornia, and  I  am  therefore  going  to  turn  it  over  to  them  to  furnish 
the  witnesses  on  the  subject  of  that  inquir}^     Thank  you. 

Mr.  Cole.  Governor,  are  there  anv  other  witnesses  representing 
the  State? 

Governor  Olson.  No;  that  was  my  purpose  in  the  last  statement, 
to  say  that  there  are  no  witnesses  representing  the  State  as  to  the 
position  of  the  State  government — I  have  tried  to  indicate  briefly  my 
policy  and  the  policies  of  my  administration.  I  did  not  want  to  ap- 
pear here  and  I  do  not  appear  here  as  taking  any  definite  position 
with  regard  to  the  Cole  bill.  I  have  felt  that  it  woidd  be  better  had 
we  adopted  the  State  measure,  but  I  do  not  want  to  take  the  position 
in  opposition  to  the  Cole  bill,  because  any  bill,  no  matter  how  far  it 
goes,  in  an  attempt  to  serve  the  principle  of  conservation  and  the 
prevention  of  waste,  is  of  course  based  upon  th(>  principle  for  which 
I  stand. 

I  cannot  engage  i.n  a  controversy  which  is  piu'ely  within  the  industry 
itself  as  to  whether  now  the  Federal  Government  should  or  should  not 
adopt  the  Cole  bill.  And  I  think  you  have  observed,  since  the  people 
recently  voted  on  the  bill  1  did  approve  for  State  control  and  regula- 
tion, my  present  position  is  to  bow  to  the  expressed  will  of  the  people. 

As  to  policies  of  conservation  and  prevention  of  waste  and  utiliza- 
tion of  oil  and  gas  and  regulation  of  production  for  the  benefit  of  our 
domestic  markets  and  protection  of  consumers,  I  will  always  be  for 
them,  whether  through  State  or  national  action. 

As  stated,  I  would  have  preferred  that  it  be  through  State  action 
and  that  the  bill  defeated  had  been  adopted. 

Mr.  Cole,  May  I  ask  a  question  or  two? 
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In  the  State  act  which  was  recently  defeated,  in  section  1,  is  found 
this  opening  sentence: 

The  conservation  of  crude  petroleum  oil  and  natural  gas  and  products  thereof 
'by  the  people  of  this  State  is  essential  to  the  general  welfare.  It  is  hereby  declared 
to  be  the  policy  of  the  government  of  the  State  of  California  to  conserve  the  oil 
.and  gas  resources  of  the  State,  to  regulate  and  stabilize  the  production  and  dis- 
tribution of  petroleum  oil  and  natural  gas  and  the  products  thereof,  to  prevent 
waste  thereof,  and  secure  the  benefits  of  said  natural  resources  to  the  people  of  this 
.and  future  generations. 

That  is  virtually  all  of  section  1. 

Bowmg  to  the  will  of  the  people,  are  we  to  understand  that  you  feel 
now  that  the  majority  of  tlie  people  of  California  disagree  with  the 
philosophy  expressed  in  that  declaration,  and  that  the  problem  is 
adequately  handled  without  any  law  on  the  subject? 

Governor  Olson.  1  think,  Mr.  Chairman,  that  it  is  impossible  to 
believe  that  the  people  are  not  in  accord  with  that  principle  and  that 
philosophy.  I  think  that  the  people  are  not  sufficiently  informed  on 
the  subject,  and  that  the  voters,  in  case  of  doubt,  vote  "No."  I 
think,  too,  tliat  the  division  in  the  oil  industry  itself,  confused  the 
issue.  Some  were  for  and  some  against  the  adoption  of  this  bill,  and 
a  ver}'  bitter  fight  was  conducted.  I  think  that  that  fight  caused  a 
-confusion  in  the  minds  of  the  average  voter  as  to  whether  it  was  a  good 
or  bad  bill  in  and  of  itself. 

The  fear  of  a  monopoly,  and  the  fact  that  some  of  the  major  com- 
panies did  not  seem  to  be  against,  and  in  fact  some  of  them  seemed 
to  be  for  the  enactment  of  this  bill,  was  one  of  the  influences  that 
<leternuned  the  vote  of  many  people.  There  has  been  a  general  public 
feeling  that  tlie  Standard  Oil  Co.  and  its  other  major  oil  company 
associates  and  affiliates  have  dominated  the  oil  industry  of  the  State; 
<lominated  the  price  structure,  and  that  the  only  opposition  to  that, 
the  only  counteracting  element,  was  such  oppostion  as  independents 
could  be  strong  enough  to  give. 

Prices  had  been  maintained  at  high  levels  over  certain  periods  and 
then  there  has  been  gas  price  warfare,  which  residted  probably  in 
selling  below  cost,  through  the  fight  to  dominate  the  market. 

And  I  believe  it  was  generally  asserted  that  this  bill  was  supported 
by  the  Standard  Oil  Co.,  and  if  that  assertion  extended  through  the 
State  at  all,  it  would  cause  a  great  many  people  to  vote  no.  A 
feeling  or  suspicion  aroused  by  propaganda  that  monopolistic  control 
■of  price  structure  might  be  imposed,  that  influenced  a  great  many. 

Of  course  I  knew  because  my  appointees  would  administer  this  bill 
that  it  w^ould  be  administered  perfectly  equitably  and  fairly,  and  I 
believe  there  was  enough  power  given  in  it  to  control  the  prices  to 
the  cojisumer. 

1  would  like  to  have  hafl  an  opportunity  to  show  that.  But  I  feel 
that  misunderstanding  caused  confusion  and  a  division  in  the  indus- 
try itself,  the  kind  of  cam])aign  of  accusations  and  recriminations 
that  occurred,  caused  many  hundreds  of  thousands  of  voters  to  say 
^'I  am  in  doubt.  I  will  vote  no."  I  say  in  answer  to  your  question, 
Mr.  Chairman,  that  there  is  no  question  in  my  mind  but  that  the 
people  of  this  State  as  a  whole  who  are  not  motivated  by  a  special 
interest  or  a  selfish  purpose  would  be  wholly  in  favor  of  the  policy 
of  that  bill  which  you  have  read,  and  would  subscribe  to  the  principle 
n.nd  philosophy  o(  lecognizing  that  this  great  and  now  vital  utility 
mid  resource  of  the  country  is  one  which  cannot  be  left  to  control  by 
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those  seeking  only  tlieir  own  selfish  interest  in  its  control;  that  it  must 
nltimately  be  controlled  through  the  people's  government. 

Mr.  Cole.  Governor,  some  of  the  other  members  of  the  committee 
want  to  ask  a  question  or  two. 

Governor  Olson.  I  will  be  glad  to  liave  them  do  so. 

Mr.  Cole.  Mr.  Wolverton. 

Mr.  Wolverton.  Governor,  in  your  opinion  is  there  anv  essential 
difference  between  the  situation  in  California  than  that  which  exists 
iji  tlie  State  of  Texas  where  they  have  a  control  measure. 

Governor  Olson.  Well,  I  camiot  conceive  of  any  difference  in  the 
situation  in  one  oil  State  and  in  another  unless  it  is  pinely  of  a  rela- 
tive nature.  The  principle  it  would  seem  to  me  would  apply  equally 
to  all  oil-producing  States. 

Mr.  Wolverton.  In  view  of  the  fact  that  Texas,  which  is  the 
largest  oil-producing  State,  and  all  of  the  others  with  the  exception 
of  California  and  Illinois  have  control  statutes,  w^ould  it  not  seem  as 
if  some  of  the  fear  that  was  spread  at  the  last  election  was  in  fact 
without  foundation? 

Governor  Olson.  I  am  quite  sure  they  were  without  foundation 
and  I  think  the  fact  that  the  people  of  the  other  oil  States  that  have 
adopted  such  a  measure  would  not  change  it,  and  are  satisfied  with 
that  policy.     That  should  be  an  answer  to  that  theory. 

Before  this  election  came  on  we  had  a  conference  of  Western 
Governors  in  San  Francisco  at  which  some  of  the  Governors  and 
representatives  of  some  of  the  other  oil-producing  States  were  piesent. 
I  made  inquiry  at  that  time  as  to  the  Avorking  of  the  oil  and  gas 
measures,  and  particularly  as  to  what  effect  the  adoption  of  that  law 
had  had  in  those  States  upon  the  price  of  the  products  to  the  con- 
sumer, and  they  assured  me  that  the  prices  of  products  to  the  con- 
sumer had  in  some  cases  been  lowered  but  in  no  instance  raised; 
they  had  been  substantially  the  same. 

However,  I  might  add  this:  Our  bill  went  further  than  an}^  other 
bill  passed  by  any  other  State.  It  did  not  go  quite  as  far  as  I  w\anted 
it  to  go.  It  could  not  have  been  pjissed  if  it  had  gone  as  far  as  I 
wanted  it  to  go,  but  it  did  go  further  and  did  contemplate  the  thorough 
investigation  of  the  whole  subject  with  a  viev\^  to  more  specific  legis- 
lation and  more  specific  power  in  the  commission  for  the  regulation 
of  the  entire  industry,  not  stopping  at  production. 

Mr.  Wolverton.  Having  in  mind  great  interest  in  this  National 
resource  might  it  not  seem  as  if  there  was  some  justification  for  the 
thought  that  some  States  may  have  adopted  State  legislation  for  fear 
that  the  Federal  Government  otherwise  might  adopt  control  legis- 
lation of  oil  as  a  great  national  resource  in  which  people  of  all  States 
are  interested? 

Governor  Olson.  I  think  it  is  quite  likely  that  that  has  influenced 
the  adoption  of  State  measures. 

Air.  Wolverton.  Why  is  there  a  difference  in  the  attitude  of  Cali- 
forniti  from  that  of  other  States? 

Governor  Olson.  I  have  been  trying  to  answer  that  question  in  my 
own  mind.  I  will  say  this,  that  during  the  period  of  oil  control  imder 
N.  R.  A.  in  California  there  was  a  great  deal  of  dissension  among 
many  of  those  who  are  classified  as  independent  producers.  There 
were  many  complaints  made  at  that  time  that  the  proration  of  pro- 
duction was  not  equitable  and  that  it  resulted  in  favor  of  the  larger 
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companies  having  the  hxrge  oil-land  holdings  and  was  discriminatory 
against  the  smaller  producers.  It  so  happeiied  at  that  time  I  was  in 
a  small  way  connected  with  some  producing  wells  ui  this  county,  and 
I  recall  then  that  the  associate  trustee  with  me  who  now  is  very 
actively  opposed  to  any  oil-control  hill,  State  or  Nation.,  brought  to 
me  complaints  with  regard  to  the  proration  of  th.e  wells  that  we  were 
operatnig,  and  that  indicated  what  I  am  speaking  of,  and  in  turn  we 
took  it  up  with  the  innpire  and  I  found  that  the  umpire  gave  hearings 
and  as  far  as  I  recall  made  corrections. 

But  I  mention  that  for  this  reason:  That  I  believe  opposition  to 
Governmental  control,  especially  proration  of  production,  is  inspired 
by  those  who  resented  it  under  N.  R.  A.  and  who  even  disregarded 
it  and  were  indicted  here  for  disregarding  it  under  N.  R.  A.  until 
that  measure  was  held  miconstitutional. 

I  believe  that  is  one  of  tjie  reasons. 

Mr.  WoLVERTON.  It  seems  to  me  that  the  experience  of  other 
States  with  respect  to  legislation  of  the  kind  that  was  defeated  in 
this  State  in  November  last  in  some  measure  should  indicate  either 
the  necessity  or  the  advisability  of  California  havmg  similar  legisla- 
tion. With  other  oil-producing  States  having  State  control  statutes, 
and  California  running  free  so  far  as  legislation  is  concerned,  you  can 
readily  realize  that  there  is  an  niterest  in  what  California  does,  not 
only  by  the  consumers  throughout  the  Nation  but  also  by  the  other 
oil-producing  States,  and  that  it  might  lead  eventually  to  a  situation 
that  woidd  require  Federal  intervention  by  means  of  Federal  legisla- 
tion to  control  production  in  California. 

Governor  Olson.  I  appreciate  that,  and  I  have  assumed  that  that 
w^as  the  reason  for  the  consideration  of  the  bill  now  before  j^our 
committee. 

Of  course,  we  do  know  that  other  oil-producing  States  which  have 
oil-control  laws — the  commissions  administering  them,  have  shown 
their  great  interest  in  havhig  California  included  in  the  oil-producing 
States  that  do  have  regulation.  I  can  see  that  we  are  out  in  a  rather 
different  attitude  than  the  other  oil-producing  States  and  are  not  by 
regulation  cooperating  with  them,  and  the  oil  conservation  that  other 
States  are  attempting  to  accomplish. 

Mr.  WoLVERTON.  Do  vou  have  anv  control  over  production  in  vour 
State? 

Governor  Olson.  None  whatever.  The  only  statutes  that  are  of 
a  regulatory  nature,  are  some  specific  statutes  that  have  to  do  with 
methods  of  development,  drilling  wells,  and  so  forth,  and  the  matter 
of  waste  of  gas  in  their  production.  Generally  the  law  against  waste 
of  gas  in  production  is  intended  to  prevent  its  unavoidable  waste  in 
the  production  of  oil.  Action  may  be  taken  to  restrain  operations 
that  will  result  in  the  prevention  of  avoidable  waste  of  gas. 

Mr.  WoLVERTON.  Is  there  a  production  limit  in  this  State  at  the 
present  time  other  than  such  as  you  have  just  indicated? 

Governor  Olson.  Production  is  not  limited  in  this  State  at  the 
present  time  at  all. 

Mr.  WoLVERTON.  What  is  the  function  of  the  committee  of  which 
yon  spoke  a  few  moments  ago,  when  you  made  reference  to  an  umpire? 

Governor  Olson.  That  was  the  S.  R.  A.  umpire — the  N.  R.  A. 
[Loud  laughter.] 

I  did  say  that  correctly  in  the  first  place. 
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Mr.  WoLVKRTON.  Governor,  I  do  not  know  what  all  of  that 
laughter  has  rcfcronce  to.  Does  it  mean  that  i\w  umpire  was  more- 
popular  than  the  usual  umpire  is. 

Governor  Olson.  I  do  not  helieve  that  that  is  it.  I  think  the, 
real  fact  is  that  I  misnamed  "N .  R.  A."  as  "S.  R.  A."  Of  course- 
S.  R.  A.  is  one  of  our  great  prohlems  in  California.  I  think  that  was 
the  reason  for  the  laughter.  Mr.  Pemberton  was  umpire  for  the 
N.  R.  A.  administration,  which  was  the  committee  that  I  spoke  of. 

Mr.  WoLVERTON.  I  thought  you  mentioned  that  there  was  some^ 
committee  here  in  California  who  sought  to  make  allotments  to  the 
individual  well  owners  as  to  the  amount  that  could  be  produced. 

Governor  Olson.  I  know  what  you  mean.  I  do  not  know  much 
about  the  industry's  own  attempt  to  regulate  its  own  production. 
I  undeistand  that  there  has  been  for  some  time  some  effort  to  secure 
mutual  agreements  between  the  various  producers  to  prorate  pro- 
duction and  as  to  regulatory  conditions. 

Mr.  WoLVERTON.  That  would  seem  to  indicate 

Governor  Olson.  And  to  have  an  umpire  to  help. 

Mr.  WoLVERTON.  That  would  seem  to  indicate  that  the  industry 
believes  in  control  of  production. 

Governor  Olson.  Well,  I  am  sure  that  they  believe  in  it  especially 
if  they  can  do  the  controlling.  Some  seem  to  believe  in  it,  even 
though  a  State  government,  free  from  domination  of  any  group  or 
interest  in  the  business  controlled  it.  Some  of  them  were  for  it  last 
year. 

Mr.  WoLVERTON.  On  what  lawful  theory  could  any  group  of 
businessmen  get  together,  such  as  oil  producers,  and  agree  among 
themselves  as  to  how  much  or  how  little  of  a  commodity  vital  to  the 
people  of  the  Nation  should  be  produced?  In  other  words,  it  seems 
to  me — and  I  do  not  know  anything  about  California  law — but  it 
would  seem  to  me  that  they  would  be  on  dangerous  ground,  if  they 
did  not  have  some  legislation  to  authorize  or  to  sustain  them  when- 
they  met  together  by  common  agreement  to  state  how  much  should' 
or  should  not  be  produced. 

Governor  Olson.  Well,  I  think  there  have  been  several  Federal 
indictments  rendered  recently,  and  already  now  pending,  that  grew 
out  of  that  very  situation,  on  the  ground  that  such  agreements  ran 
counter  to  the  Federal  antitrust  law. 

Mr.  WoLVERTON.  Oil  is  a  great  natural  resource  which  has  been 
spoken  of  as  being  irreplaceable,  and  which  you  have  referred  to  as 
being  vital  to  the  interests  of  the  people,  and  yet  it  would  seem  from 
what  you  have  said  that  a  group  of  men  who  are  interested  in  produc- 
ing that  commodity  meet  together  and  agree  between  themselves 
as  to  how  much  each  one  shall  produce,  so  that  there  would  not 
be  an  oversupply.  or  so  that  it  will  stabilize  the  price — or  for  any  other 
reason  that  they  might  have  for  doing  it.  It  strikes  me  that  it  is 
coming  pretty  close  to  a  serious  situation  as  a  violation  of  either  State 
or  Federal  legislation  that  declares  it  to  be  unlawful  to  procure  such 
an  agreement. 

Governor  Olson.  It  runs  counter  to  both  the  State  and  Federal 
legislation  to  the  extent  they  do  accomplish  control.  It  is,  I  believe, 
with  an  eye  only  to  the  price  structure  and  their  ultimate  profit 
against  anything  else — over  any  other  consideration.  There  is  jiLst 
quite  a  bit  of  human  nature  among  some  oil  producers  in  California', 
in  that  respect. 
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Mr.  WoLVERTON.  Human  natiirp  and  its  tendoncies  have  frequently 
been  the  cause  of  the  adoption  of  legishition  to  curb  the  natural 
tendencies  that  we  have. 

Governor  Olson.  Yes;  and  when  anyone  suggests  such  methods, 
they  are  called  socialistic,  and  we  are  told  that  we  are  interfering  with 
a  free  enterprise  and  individual  opportunity. 

Mr.  WoLVERTON.  The  principle  that  I  am  speaking  of  was  adopted 
before  you  or  I  were  ever  in  public  life.  I  am  speaking  of  the  anti- 
trust laws.  That  is  what  I  had  in  mind.  You  would  not  call  that 
socialistic.  They  have  been  in  existence  for  a  long  time,  and  have 
been  accepted  as  founded  upon  a  proper  principle. 

Governor  Olson.  I  have  never  seen  any  progressive  method  yet 
that  was  not  called  "socialistic."  So  I  am  not  alarmed  at  that  word 
at  all.  I  have  heard  it  so  very  much  that  it  does  not  have  any 
approbrium  for  me. 

Mr.  WoLVERTON.  The  oil-producing  States  are  interested  in  this, 
but  th(>re  are  man}^  other  States  that  have  an  interest  in  this  great 
subject.  The  State  in  which  I  live  is  not  an  oil-producing  State; 
we  are  a  consmning  State.  I  think  that  all  too  frequently  those  who 
are  in  an  oil-producing  State,  especially  those  in  an  official  capacit}^ 
lose  sight  of  the  fact  that  there  is  an  interest  in  this  gr(>at  natural 
resources  beyond  the  State  lines  of  the  producing  States. 

Governor  Olson.  I  agree  with  you  that  the  people  of  all  of  the  other 
States  which  are  not  oil-producing  States  are  interested,  and  particu- 
larly have  an  interest  in  our  great  natural  resources,  not  only  those  of 
California,  but  those  of  all  other  States,  upon  which  they  must  rely 
for  their  supply. 

We  supply  the  Western  States,  and  it  is  of  course  as  vital  to  them 
to  have  as  prolonged  a  supply  as  possible  and  reasonable  prices  as  it  is 
for  the  people  of  the  State  of  California. 

Mr.  WoLVERTON.  ^Vliere  all  of  the  oil-producing  States,  with  the 
exception  of  this  State  and  Illmois,  have  adopted  legislation,  it  seems 
to  me  that  California  bj^  remaining  out  of  it,  is  placing  itself  in  a 
position  that  might  necessitate  legislation  that  otherwise  would  not 
be  necessary  if  they  took  care  of  it  themselves  by  adequate  State 
legislation.     The  same  would  apply  also  to  Illinois. 

Governor  Olson.  Well.  I  suppose  that  it  may  not  have  been 
realized  by  those  that  took  a  position  against  the  enactment  of  a 
State  bill  how  strongly  the  views  expressed  by  you  might  be  felt  in  the 
National  Congress  and  by  the  national  administration,  but  probably 
a  result  of  the  defeat  of  that  bill  will  be  one  of  the  reasons  that  will 
persuade  the  enactment  of  a  national  act. 

Mr.  WoLVERTON.  The  industry  seems  to  believe  in  production 
control  but  is  not  willing  to  place  it  in  the  hands  of  the  State  adminis- 
tration, and  which  would  act  in  the  interest  of  the  public.  The  only 
objection  to  the  legislation,  which  was  defeated  at  the  last  election 
would  seem  to  be  to  the  administration  of  the  act.  After  all,  the 
question  of  administration  is  one  that  does  not  go  to  the  core  of  the 
problem.  The  administration  can  be  changed,  and  the  administration 
can  be  bettered,  or  whatever  is  necessary  can  be  done  to  provide  a 
proper  administration,  but  the  principle,  it  seems  to  me,  is  the  thing 
that  all  parties  have  a  right  to  expect  to  be  recognized. 

Governor  Olson.  Well,  I  have  never  thought  it  possible  to  have 
equitable  administration,  or  administration  in  behalf  of  the  general 
public,  as  well  as  a  fair  stabilization  of  the  industry,  without  having* 
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Government  regulation,  detached  from  any  interest  other  than  to 
serve  the  common  cause;  and  I  do  not  beheve  that  the  bill  was  de- 
feated last  year  from  the  lack  of  tlie  people's  confidence  in  the  admin- 
istration of  the  act.  I  think  the  bill  was  defeated  for  the  reasons  that 
I  have  already  stated. 

Mr.  WoLVERTON.  That  is  all.     Thank  you. 

Mr.  Kelly.  Governor,  what  percent  of  the  oil  produced  in  your 
State  is  consumed  in  California? 

Governor  Olson.  Well,  I  probably  have  seen  the  figures,  but  it 
might  be  quite  inacurrate  for  me  to  give  a  gues  or  judgment  from 
recollection.  There  are  individuals  here  that  can  give  you  that 
ver}^  accurately. 

Mr.  Kelly.  I  am  anxious  to  find  out,  however,  of  that  which  is  not 
consumed  in  the  State  of  California,  wdiich  is  produced  here,  what 
percent  of  that  percentage  is  shipped  daily  to  Japan. 

Governor  Olson.  I  saw  it  in  figures  just  the  other  day,  as  to  the 
total  shipments  that  had  gone  to  Japan,  in  value  of  oil  and  gasoline, 
and  it  w^ent  into  a  tremendous  figure.  During  the  past  6  years  I 
know  there  are  those  here  that  could  accurately  give  it  to  you,  and  of 
course  it  is  manj^  hundreds  of  million  dollars. 

Mr.  Kelly.  We  will  get  those  figures  later  on.  Governor.  Thank 
you. 

Mr.  Cole.  Any  other  questions? 

Mr.  Crosser.  Do  I  understand  that  if  you  could  prevent  wasting 
the  supply  in  regard  to  shipments  to  foreign  countries  engaged  in 
war,  that  that  would  meet  your  desire? 

Governor  Olson.  It  would  prevent  waste. 

Mr.  Grosser.  If  it  would  prevent  waste  alone;  is  that  all  you  are 
concerned  about? 

Governor  Olson.  No;  that  is  not  all  that  I  am  concerned  in.  I 
am  concerned  with  the  stabilizing  of  the  natural  resources  so  as  not 
only  to  conserve  them  and  prevent  waste  in  production,  but  to  control 
the  price  structure  so  that  the  public  may  have  the  benefit  of  its  natural 
resources  instead  of  them  being  so  handled  that  during  the  temporary 
period  of  this  generation  that  inordinate  profits  regardless  of  waste, 
may  be  realized  by  those  engaged  in  the  industry. 

Mr.  Cole.  Thank  you  very  much  Governor. 

Is  John  Smith  in  the  room? 

Mr.  Harold  Morton.  I  am  secretarj^  of  that  association. 

Mr.  Cole.  What  is  your  name? 

Mr.  Morton.  Harold  Morton.     Mr.  Smith  was  called  away. 

Mr.  Cole.  All  right,  gentlemen,  let  us  have  order,  please.  For  the 
benefit  of  those  in  the  audience  appearing  before  the  committee,  it  is 
the  purpose  of  the  committee  to  hold  sessions  tonight,  tomorrow 
morning  and  tomorrow  afternoon,  and,  if  necessary,  tomorrow  night, 
Thursday  morning,  and  then  if  necessary  to  conclude,  a  session  will  be 
held  Thursday  night. 

The  testimony  will  be  written  up,  one  copy  left  here  for  witnesses 
to  revise  their  remarks.  The  original  will  be  taken  back  with  the 
committee.  It  will  not  be  printed  in  bound  form  until  the  witnesses 
have  a  reasonable  time  to  correct  their  testimony. 

Statements  which  witnesses  have  prepared  of  any  considerable 
length  might  be  filed  with  the  proceedings  and  a  shorter  explanatory 
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paper  read  to  the  committee.  I  think  that  all  v.  ill  be  subjected  to 
some  questioning  by  the  members  of  the  committee. 

At  this  point  I  phice  in  the  record  a  telegram  addressed  to  Chair- 
man Lea  from  our  colleague  from  California,  Hon.  Harry  R.  Shep- 
pard,  and  theii  a  letter  dated  January  12  last  addressed  to  Chairman 
Lea  from  Representative  Izac  of  this  State.  Mr.  Reporter,  they  go 
in  at  this  point.  Also  a  telegram  to  Chairman  Lea  and  me  from 
Congressman  A.  J.  ICliiott  of  this  State.  I  offer  at  this  point  the  two 
telegrams  and  the  letter. 

The  Independent  Petroleum  Consumers  Association  requested  time 
in  the  arrangements  1  made  with  Mr.  John  H.  Smith,  the  president 
of  that  group.  I  understand  Mr.  Smith  is  not  present  but  Mr. 
Harold  C.  Morton,  secretary  of  the  association,  is.  We  will  hear  you 
at  this  time,  Mr.  Morton. 

STATEMENT  OF  HAROLD  C.  MORTON 

Mr.  Cole.  Mr.  Morton,  would  you  state  your  full  name? 

Mr.  Morton.  Yes,  I  will. 

Mr.  Cole.  And  your  association  with  this  problem. 

Mr.  Morton.  My  name  is  Harold  Morton.  I  am  a  life-long  resi- 
dent of  this  community.  It  so  happens  that  I  am  a  director  and 
secretary  of  this  association  known  as  the  Lidependent  Petroleum 
and  Consumers  Association,  an  organization  composed  among  others 
of  what  we  call  independent  producers  and  refiners.  I  am  also  speak- 
ing here  for  the  California  Stripper  Well  Association.  It  happens  I 
am  a  member  of  the  American  Petroleum  Institute.  I  am  an  inde- 
pendent oil  producer  in  my  own  rights,  so  to  speak,  and  now  lastly 
but  I  hope  not  least  I  am  a  member  of  the  Bar  of  the  State  of  Cali- 
fornia and  have  been  for  some  twenty  odd  years  past.  My  practice 
has  largely  appertained  to  the  oil  industry  for  many  years  past. 
However,  gentlemen,  I  do  not  come  here  in  what  might  be  called  a 
professional  capacity.  1  am  liere  at  ni}^  own  urging  and  that  of  my 
friends  and  associates  in  this  industry  to  help  you  discuss  a  common 
problem.  I  prefer  that  you  consider  me  here  as  an  oil  producer 
rather  than  a  law.ver  although  one  of  your  committee  suggested  a 
possible  legal  problem  which  I  would  be  very  glad  to  give  my  brief 
views  on  at  the  end  of  the  matter.  One  of  the  questions  directed  to 
the  Governor.  But  I  simply  call  your  attention  to  the  fact  I  am  not 
here  in  a  professional  capacity  or  in  the  employ  of  anyone  to  present 
their  views  on  this  matter. 

Mr.  Cole.  Mr.  Holmes. 

Mr.  Holmes.  Are  consumers  a  part  of  your  organization? 

Mr.  Morton.  C^onsumers  are  vitally  interested  in  any  measure  like 
the  defeated  Atkinson  bill.  Wlien  that  came  up  people  were  interested 
who  were  people  only  interested  in  the  producing  side  of  the  industry, 
principally  of  course  those  active  in  it  are  those  in  the  industry  itself. 

Mr.  Cole.  Mr.  Morton,  may  I  ask  3^ou,  Do  you  prefer  to  conclude 
your  statement  and  then  answer  questions  or  interrupt  you  at  any 
time? 

Mr.  Morton.  Interruptions,  being  a  member  of  the  bar,  will  not 
bother  me  of  course.  I  would  frankly  prefer,  unless  it  pertains  spe- 
cifically to  a  certain  point  that  I  be  allowed  to  conclude  and  then  I 
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will  throw  myself  wide  open  for  any  iiu|uiry,  nltliou^h  if  any  iiu^uiry 
ocoiirs  I  will  be  happy  to  answer  it. 

It  will  be  my  purpose  to  discuss  conditions  in  California  and  our  own 
■conservation  laws,  particularl}^  to  the  view  of  necessity  for  legislation 
such  as  we  have  before  us  today  in  this  so-called  Cole  bill,  together 
with  the  attitude  and  feelings  of  people  of  the  State  of  California  as 
well  as  those  in  the  industry  as  we  understand  it  toward  such  legisla- 
tion. Some  subjects  upon  which  I  will  touch  I  will  be  brief  on  for 
the  reason  1  am  informed  other  witnessi^s  will  follow  me  who  will  be 
in  a  position  to  discuss  them  in  more  detail  and  perhaps  more  intelli- 
gently. But  we  are  going  to  try,  gentlemen,  to  endeavor  to  protect 
your  committee  from  repetition  as  far  as  possible. 

Gentlemen,  at  the  outset  I  would  like  to  call  your  attention  to  the 
fact  that  California  does  have  conservation  laws.  Uninformed  per- 
sons, and  I  do  not  use  that  disrespectfully,  frequently  speak  of  Cali- 
fornia as  being  without  conservation  laws.  In  magazine  articles  and 
what  not  you  see  references  to  that,  and  a  great  many  people  seem  to 
be  imder  the  impression  that  California  is  the  black  sheep  in  the  oil 
family. 

Mr.  Cole.  Mr.  Morton,  may  I  interrupt  you  a  moment? 

Mr.  Morton.  Yes,  sir. 

Mr.  Cole.  If  you  will  permit  an  interruption  for  a  moment  I  would 
like  to  ask  the  clerk  to  read  the  telegrams  from  Congressmen  Sheppard 
and  Elliott  and  the  letter  from  Congressman  Izac.  to  which  I  just 
referred. 

Mr.  MoRTOAT.  Verj^  well.  While  you  are  doing  that  I  will  arrange 
some  of  my  papers. 

The  Clerk.  A  letter  from  Ed.  V.  Izac,  dated  Jantiary  12,  1940: 

Hon.   Clarence  F.   Lea, 

Chairman,  Interstate  and  Foreign  Commerce  Committee, 
House  of  Representatives,  Washington,  D.  C. 

Dear  Mr.  Chairman:  ITpon  the  eve  of  the  departure  of  the  Interstate  and 
Foreign  Commerce  Committee  of  the  House  of  Representatives  from  Washington 
to  hold  liearings  on  H.  R.  7372  in  the  State  of  California,  I  wish  to  make  known 
to  the  committee  my  feelings  regarding  this  bill. 

The  people  of  California  hate  monopoly  and  they  are  of  the  opinion  that  a 
monopoly  composed  of  the  major  oil  companies  exists  to  the  detriment  of  the 
people  of  the  United  States.  They  have  just  recently  registered  their  opposition 
to  bills  of  this  character  which,  although  purporting  to  be  measures  of  conserva- 
tion, are  likely  in  their  application  to  give  the  oil  monopoly  a  more  rigid  control 
adverse  to  the  best  interests  of  the  oil-consuming  public  and  the  independent 
element  in  the  industry. 

The  people  of  my  district  especially,  by  an  overwhelming  majority,  have  refused 
to  sanction  such  a  measure  and  therefore  if  I  am  to  faitlifuUy  represent  them,  I 
must  consider  their  wishes.  Aceordingl}',  I  shall  oppose  this  or  any  other  measure 
Avhich  promises  to  deliver  into  the  hands  of  the  monopolists  a  more  complete 
control  of  an  industry  already  suffering  from  a  partial  control  so  detrimental  to 
the  people  of  the  country.  I  am  asking  if  you  will  kindly  incorporate  this  letter 
as  a  part  of  the  record  in  the  hearings  on  the  bill  in  question,  H.  R.  7372,  Seventy- 
sixth  Congress. 

I  am. 

Sincerely  yours, 

Ed.  V.  Izac, 
Member  of  Congress  Twentieth  District,  California. 

A  telegram  from  A.  J.  Elliott  to  Hon.  Clarence  F.  Lea: 

Hon.   Clarence  F.  Lea, 

Committee  of  Interstate  and  Foreign  Commerce,  Los  Angeles,  Calif.: 
I  believe  H.  R.  7372,  the  so-called  Federal  Oil  Conservation  Act  on  which  your 
honorable  committee  is  now  holding  hearings  at  Los  Angeles  to  be  a  false  eonserva- 
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tion  measure  prejudicial  to  the  interests  of  tlie  people  of  California  and  particularly 
to  constituents  of  my  district  who  defeated  similar  State  legislation  last  November 
by  an  overwhelming  vote.  Further,  I  regard  the  proposed  measure  as  likely  to 
lead  to  a  dangerous  political  bureaucracy  inimical  to  representative  government. 
Accordingly  I  request  my  objection  to  the  bill  read  into  the  record  at  Los  Angeles. 
With  my  highest  respect  and  esteem. 

A.  J.  Elliott. 

A  telegram  from  Harry  R.  Slieppard,  Member  of  Congress: 

Hon.  Clarence  Lea, 

Chairman,  Foreign  Commerce  Committee,  Los  Angeles,  Calif.: 
Gentlemen:  My  analysis  of  H.  R.  7372  upon  which  you  are  now  holding  hear- 
ings definitely  indicates  that  if  oil  conservation  is  the  basis  upon  which  this  bill 
is  to  be  enacted  that  from  a  conservation  point  of  view  the  provisions  of  this  bill 
will  not  achieve  that  end.  The  present  regulations  as  they  are  now  being  operated 
in  the  State  of  California  are  adequate.  In  my  opinion  H.  R.  7372  is  fundamen- 
tally the  same  as  the  Atkinson  Act,  the  recent  State  proposal  which  was  so  over- 
whelmingly defeated  b}^  the  voters  of  California.  In  my  congressional  district 
my  constituents  registered  their  protest  against  this  kind  of  legislation  by  a  vote 
of  42,379  for  and  118,403  against,  which  is  in  my  opinion  a  definite  expression 
of  their  attitude  and  I  feel  that  it  is  my  duty  to  report  the  desires,  as  expressed  by 
the  constituents  of  my  district.  Consequently  I  wish  to  enter  my  protest  to  the 
enactment  of  H.  R.  7372  and  respectfully  request  your  committee  to  read  this 
wire  into  the  record  while  in  session  at  Los  Angeles. 

Harry  R.  Sheppard,   M.   C. 

The  Clerk.  That  is  all,  Mr.  Chairman. 

Mr.  Cole.  All  right,  Mr.  Morton. 

Mr.  Morton.  As  I  was  stating,  gentlemen,  we  do  not  believe  that 
we  are  entitled  to  be  considered  the  one  spoiled  apple  in  the  barrel, 
or  tlie  black  sheep  of  the  family,  although  some  of  the  people  who 
have  studied  this  situation  seem  to  regard  us  as  the  problem  child. 

Mr.  Chairman,  I  have  been  furnished  with  a  copy  of  a  speech  de- 
livered by  you  last  November  before  the  American  Petroleum  Insti- 
tute, and  with  your  permission  I  would  like  to  use  a  paragraph  of 
that  to  better  illustrate  what  I  have  in  mind  here.  I  am  sure  that 
you  will  not  object  to  it.  In  the  course  of  your  remarks,  as  the  copy 
was  furnished  to  me,  after  making  some  mention  about  the  Texas 
Railroad  Commission,  which  governs  the  oil  production  in  that  State, 
and  the  sincerity  with  which  they  regarded  estimates  of  the  Bureau 
•of  Mines,  you  stated  as  follows  [reading]: 

I  mention  this  not  to  criticize  the  activity  of  the  Texas  commission  in  seeking 
to  raise  the  production  allowable  for  that  State,  but  solely  for  the  purpose  of 
showing  the  confidence  the  regulatory  commission  of  that  great  State  has  in  the 
Bureau  of  Mines. 

Looking  at  some  other  figures  presented  to  the  committee  the  situation  is  not 
at  all  the  same.  In  the  first  place  the  decision  by  the  people  of  the  State  of 
California  to  leave  its  petroleum  resources  without  the  support  of  law  similar  to 
that  found  advisable  and  necessary  in  practically  all  other  great  oil-producing 
States,  creates  a  problem  on  the  Pacific  coast  of  real  concern. 

I  might  state  in  answer  to  the  question  a  few  moments  ago  by  one 
of  you  gentlemen,  our  disthiguished  Governor  stated  that  there  was 
no  restriction  on  production  in  California.  But  after  reminding  him 
and  almost  prodding  him,  you  gentlemen  did  bring  out  something 
about  oiu'  vohmtary  conservation  sj^stem,  which  during  this  meeting 
will  be  thoroughly  described  to  you.  But  from  your  statement,  Mr. 
Chairman,  I  gathered  you  were  under  the  impression,  and  perhaps  the 
committee  is  under  the  impression,  that  in  California  Bureau  of  Mines 
figures  are  not  regarded.  I  notice  that  Secretary  Ickes,  on  November 
10  last,  in  appearing  before  your  committee,  made  reference  to  the  fact 


634  PETROLKUM   INVESTIGATION 

that  California  for  a  secoiul  tinio  liad  dofoated  a  bill  for  the  conserva- 
tion of  oil,  and  1  am  quoting  now: 

Tliat  is  pretty  good  notice  that  we  cannot  expect  much  from  the  largest  oil- 
producing  State  in  the  countrj^  acting  on  its  volition- — 

I  take  it  that  there  must  have  been  a  misstatement,  because  we  are 
only  the  second  largest — 

and  meanAvhile  the  waste  goes  on,  and  the  waste  continues  to  go  on. 

vSo  that  the  Secretary's  statement,  gentlemen,  in  all  sincerity  I  say  to 
you  that  such  statements  and  such  assumptions  are  entirely  without 
foundation.  And  if  you  will  bear  with  me  I  will  endeavor  to  give  to 
you  some  of  the  facts  pertaining  to  our  voluntary  State  conservation 
proration  and  curtailment  together  with  the  conservation  and  the 
figures  as  to  what  it  runs  to  in  this  State  of  ours.  It  is  not  perfect, 
gentlemen,  but  in  comparison,  we  believe,  wdien  you  leave  this  State 
rather  than  regard  us  as  a  problem  chikl  it  may  occur  to  you  that 
perhaps  some  of  the  other  vStates  may  profit  by  our  example.  It  is 
true  that  we  do  not  have  an  oil-control  bill  placing  the  oil  industry 
in  the  hands  of  commissioners  or  a  commission,  and  subject  to  politics. 
We  do  not  have  a  single  commissioner  or  group  of  them  as  the}^  have 
in  Texas. 

I  think  Mr.  Secretary"  Ickes,  when  he  said,  "We  defeated  a  conserv^a- 
tion  law,"  was  mistaken.  We  in  California,  many  of  us,  feel  that  we 
did  not  defeat  a  conservation  law.  We  defeated  a  control  statute 
and  an  attempt  to  place  the  industry — the  oil  industry  in  California — 
in  the  hands  of  three  political  commissioners  appointed  by  the  Gover- 
nor without  any  restriction  on  that  appointment,  or  tenure  of  office. 
The  tenure  of  office  would  be — would  have  been,  gentlemen — solely 
at  the  pleasure  of  the  Governor.  Fortunateh^,  we  believe,  the  people 
of  the  State  of  California  have  the  referendum,  and  the  referendum 
was  invoked  after  the  bill  was  high-pressured  through  the  legislature 
with  the  strange  combination  of  the  Standard  Oil  Co.  and  the  C.  I.  O. 
and  our  liberal  Governor.  And  a  campaign  to  adopt  the  bill  which  I 
will  onl}^  refer  to  briefly  on  a  few  points,  failed,  despite  the  support  of 
the  President,  the  ex-President,  the  Secretary  of  the  Navy,  the 
Secretary  of  the  Interior,  the  Governor,  the  C.  I.  O.,  the  Standard  Oil 
Co.,  and  others — it  was  decisivel}^  defeated. 

We  have  in  this  State,  gentlemen,  a  law,  which  is  Act  No.  4916  of 
the  California  Gent^ral  Laws.  Some  of  you  may  be  surprised  to  know 
that  it  is  entitled  "Oil  and  gas  conservation  law."  This  law  has  been 
in  eft'ect  for  many  A^ears,  and  from  time  to  time  it  has  been  amended. 
Briefly  this  law  appoints  an  oil  and  gas  supervisor,  and  it  is  the  duty 
of  that  supervisor  to  have  charge  and  supervision  of  oil-drilling  opera- 
tion, the  maintenance  of  wells,  and  with  respect  to  possible  water 
encroachment,  and  so  forth.  Provisions  are  made  therein  that  a  well 
is  not  drilled  until  he  approves  the  location,  and  the  essential  drilling 
operations  with  respect  to  casing,  and  the  cementing  thereof,  and  pro- 
duction tests,  whether  this  is  done  by  a  supervisor  or  by  a  deputy; 
there  are  elaborate  provisions  therein  by  w4iicli  you  or  I,  if  we  are 
producers,  and  we  have  a  neighbor  who  is  being  negligent,  we  may 
file  a  complaint  against  that  neighbor  for  waste,  underground  w^aste, 
alleged  to  be  occasioned,  and  that  may  be  corrected.   • 
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Furthermore,  one  of  the  most  important  provisions  of  our  code  is 
section  8-B,  that  prohibits  unreasonable  waste  of  natural  gas  [reading]: 

Sec.  8-b.  The  unreasonable  waste  of  natural  gas  by  the  act,  omission,  suffer- 
ance, or  insistence  of  the  lessor,  lessee,  or  operator  of  any  land  containing  oil  or 
gas,  or  both,  whether  before  or  after  the  removal  of  gasoline  from  such  natural 
gas,  is  hereby  declared  to  be  opposed  to  the  public  interest  and  is  hereby  prohibited 
and  declared  to  be  unlawful.  The  blowing,  release,  or  escape  of  natural  gas  into 
the  air  shall  be  prima  facie  evidence  of  unreasonable  waste. 

And  that  is  declared  to  be  opposed  to  the  public  interest  and  is 
expressly  prohibited  and  declared  to  be  a  violation,  and  the  act 
further  provides  that  the  flowing  of  the  natural  gas  into  the  air  shall 
be  prima  facie  evidence  of  unreasonable  waste,  and  so  forth. 

In  recent  proceedings  we  have  seen  effectual  enforcement  in  some 
cases,  and  in  other  cases  unfortiniateh^  in  the  past  the  law  has  not 
been  enforced  as  strictly  as  it  should  have  been. 

A  further  discussion  on  the  subject,  however,  of  gas  wastage,  will 
be  made.  At  this  particular  point  T  do  not  want  to  spend  too  much 
time  on  it. 

There  are  provisions  in  this  act  to  which  I  referred  relating  to 
agreement  between  the  operators  with  the  approval  of  the  supervisor. 
There  is  nothing,  however,  in  the  bill  which  appoints  any  political 
commissioner  or  man  to  say  to  you  or  to  me  how  much  oil  can  be 
produced  from  our  particular  well  or  our  particular  leases. 

We  also  have  a  regulation  respecting  the  spacing  of  wells,  adopted 
in  1931,  which  prohibits  drilling  within  certain  districts  within  certain 
boundaries,  and  so  forth,  about  which  you  will  be  told  before  you 
leave.  However,  in  new  fields  that  spacing  is  much  greater  than  the 
law  provides  for. 

We  also  have  a  statute  making  it  a  crime  punishable  by  fine  and 
imprisonment  to  permit  natural  gas  to  be  wastefully  or  unnecessarily 
blown  into  the  atmosphere.  I  will  be  very  glad  if  the  committee  cares 
to  have  me  do  so  to  give  you  those  references.  And  I  will  be  pleased 
to  prepare  a  digest  of  any  or  all  of  them  and  hand  them  to  you  or  if 
you  think  they  will  be  helpful  to  you. 

Mr.  Cole  you  made  reference  to  section  1  of  the  Atkinson  bill.  I 
was  interested  in  opposing  the  passhig  of  that  bill  before  the  legislature 
and  before  the  people,  and  had  every  opportunity  to  observe  the  cam- 
paign and  I  do  not  see  how  anything  in  it  could  be  contrary  to  this 
section  1  thereof.  That  was  not  the  issue  before  the  people  and  could 
not  be.  I  wish  to  make  the  point  that  I  want  to  bring  this  matter 
in  here  to  show  that  oil  control  legislation  is  not  necessary  in  California. 

We  have  voluntary  conservation  under  our  present  laws,  and  through 
the  cooperation  of  our  industry  it  is  a  success.  Statistics,  of  course, 
in  a  matter  like  this,  are  very  essential.  I  will  make  this  as  brief  as 
I  can  and  will  try,  if  it  is  possible  to  do  so,  to  make  them  interesting 
to  the  committee. 

Potential  production,  gentlemen,  in  California,  has  been  variously 
estimated,  but  the  very  last  estimate  I  read  of  potential  oil  produc- 
tion for  this  State  of  ours  was  2,486,000  barrels.  Actual  production 
during  the  past  year  has  been  a  little  above  600,000  barrels  daily. 

I  have  here  the  exact  figures  on  that  subject  and  they  have  been — ■ 
I  am  not  the  author  of  them,  but  I  had  copies  prepared  under  my 
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direction,  of  a  chart  which  reflects  those  figures.  The  copy  which  I 
will  hand  to  your  Secretar}^  for  the  record  has  the  figures  written  down 
as  well  as  a  copy  of  the  graph. 

I  think,  gentlemen,  you  will  find  that  this  little  graph  I  have  handed 
you  will  be  somewhat  helpful  in  understanding  oin*  operations  in 
California.  You  will  notice  in  the  graph,  that  the  first  line  across 
the  top  is  a  straight  line,  and  then  small  s(piares  above  and  then 
rectangular  sections  below,  and  with  the  title,  "Millions  of  Barrels," 
to  the  left.  That  shows  the  withdrawals  from  storage  to  this  date  in 
the  past  year.  You  will  observe  in  the  first  three  tiers  of  the  graph 
the  additions  to  storage  and  withdrawals  from  storage,  the  remaining 
months  of  the  year  which  are  substantial  withdrawals  from  storage. 

Below  that  there  are  two  perpendicular  columns  side  by  side  for 
each  month,  both  of  which  come  to  a  mark  of  about  600,000  on  the 
side  of  the  page.  The  one  that  looks  something  like  a  barber  pole 
is  what  we  call  the  allotment  for  the  month  in  California.  The  one 
alongside  of  that  is  the  actual  production  for  the  month. 

I  might  state  that  all  of  these  figures  are  based  on  authentic  data 
either  from  the  United  States  Bureau  of  Mines  or  from  the  Oil 
Umpire,  and  I  mean  by  that  from  our  own  Oil  Umpire's  office  where 
these  records  are  religiously  kept. 

You  will  notice  that  there  is  slight  overproduction  in  comparison 
to  allotment  each  month.  In  terms  of  percentage,  that  is  less  than 
3  percent  for  the  year.  By  considering  that  with  the  storage  indi- 
cated at  the  top,  you  can  readily  see  that  the  allotment  was  not 
equal  to  actual  demand  because,  in  addition  to  some  slight  excess  of 
production,  we  also  have  withdrawals  from  storage. 

I  might  state  to  you  gentlemen  at  this  point  that  in  the  past  year 
and  a  half  or  so  I  believe  there  have  been  some  9  or  10  new  major 
discoveries  in  California,  oil  fields  with  great  potential. 

In  1938  the  total  production  for  California  in  barrels  of  oil  was 
249,125,000.  In  1939  the  production  was  223,645,000,  some  26,000,- 
000  barrels  less  in  1939  than  in  1938,  and  I  believe  that  would  work 
out  at  about  75,000  barrels  per  day  less,  which  is  a  substantial  amount. 

Now,  gentlemen,  that  decrease  was  not  due  to  depletion  of  our 
fields,  and  to  emphasize  that  on  this  little  graph  at  the  bottom,  par- 
alleling the  two  columns  regarding  wliich  I  spoke,  you  will  see  a 
dotted  space,  which  is  placed  there  to  give  you  the  amount  of  new 
potential  each  month,  and  the  point  I  want  to  bring  home  is  that  we 
have  met  the  threat  of  potential  production,  ever  increasing,  and  not 
only  met  it,  but  have  curbed  it  and  substantially  reducecl  our  pro- 
duction during  the  period  under  discussion  here. 

You  will  have  other  figures  given  to  you  and  perhaps  these  hearings 
more  or  less  become  a  jumble  of  figures,  and  one  can  only  understand 
them  by  sitting  down  and  coolly  analyzing  them,  but  I  say,  as  far 
as  I  have  gone,  that  in  the  face  of  our  potential  production  and  our 
actual  production,  and  in  respect  to  our  allotment,  you  will  find  that 
it  is  approximately  the  same  as  the  Bureau  of  Mines'  estimate. 

The  Bureau  of  Mines'  estimates  are  highly  regarded  here  by  me 
personally,  and  I  believe  by  practically  everyone  in  the  oil  industry, 
and  this  ultimate  figure,  regarding  which  you  will  hear  more,  you  wilt 
find  comes  very  close  to  the  estimate  of  the  Bureau  of  Mines. 

Now,  I  am  not  quite  expert  enough  to  tell  you  whether  storage  in 
this  territor}'  as  a  whole  is  too  great  or  too  small.     You  have  had! 
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some  figures  before  you  in  your  hearing  and  I  notice  many  discrep- 
ancies and  you  will  notice  many  more,  but  1  notice  at  page  228  of 
your  transcript  heretofore  the  statement  was  made,  "The  indicated 
demand  for  crude  petroleum  in  California  for  1938  was  240,053,000 
barrels,  an  average  of  658,000  barrels  per  day.  On  this  basis  the 
stocks  of  refinable  crude  oil  hi  California  (34,342,000  barrels),  on 
December  13,  1938,  were  adequate  to  supply  52  days'  demand.  The 
California  district  has  the  fewest  number  of  days'  supply  in  storage 
of  any  of  the  major  oil-producing  districts."  And  from  the  figures 
you  have  on  this  graph  you  will  see  that  storage  has  been  reduced 
since  that  period  of  time. 


CALIFORNIA 

PRODUCTION-ALLOTMENT-  fCW  POTENTIAL  AND   STORAGE  CHANGES 

CALIFORNIA   STRIPPER  WELL  ASSOCIATION 
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So  I  say  that  as  far  as  storage  is  concerned  it  nuist  be  that  Cali- 
fornia cannot  be  said  to  be  out  of  line. 

Mr.  Chairman,  may  I  make  the  offer  of  this  graph  together  with 
the  tabulation  showing  the  allotment  of  barrels  dail}-  in  California  as 
fixed  by  the  Oil  Administrator,'  offer  those  for  the  record? 

Mr.  Cole.  Yes;  you  may. 

Mr.  Morton.  Thank  you.  Gentlemen,  under  the  N.  R.  A.  as  you 
of  course  know,  we  had  Federal  control  of  production  here  in  Cali- 
fornia, and  I  have  had  prepared  here  a  schedule  showing  the  allotments 
during  that  period  of  time  as  compared  to  the  actual  production  during 
that  period  of  time,  the  production  figures  being  from  the  Bureau  of 
Mines,  and  the  statement  showing  the  excess  production  each  month, 
and  the  percentage  of  allotment  to  production,  so  that  a  comparison 
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may  be  made  between  our  operation,  for  example,  last  year,  under  our 
voluntary  conservation  system,  and  under  control  under  the  N.  R   A. 

The  statement  shows  substantially,  shall  I  say,  the  same  compliance 
with  allotment,  in  other  words,  a  2  or  3  p(>rcent  overage,  just  as  we  had 
last  year. 

And  with  your  consent,  Mr.  Chairman,  I  would  like  to  ofl'er  this 
tabidation  to  the  end  that  it  may  appear  a  part  of  your  record. 

(The  statement  referred  to  is  as  follows:) 


Stock  increases  or  decrease^;  in  the  Pacific  Coast  territory  1939 


Month 

Thousands  of  barrels 

Month 

Thousands  of  barrels 

Increase 

Decrease 

Increase 

Decrease 

January 

2,479 
522 

l,04fi 
540 

Julv 

1.078 
2,309 
2,176 

March   " 

April 

October 

1.499 

Mav                           -      -     -  . 

33i 
1,392 

1,234 

1  From  U.  S.  Bureau  of  Mines. 

2  Not  yet  available. 


Net  decrease  of  stocks  for  11  months— 5,432. 

California  production  and  State  quota  1939 


Month 


January - 
February 
March.. 

April 

May 

June 


State 
quota 


605,  000 
605, 000 
602, 000 
575, 000 
575, 000 
590, 000 


Barrels 
daily 

produc- 
tion  1 


619,415 
617,  677 
620. 123 
612. 649 
614.015 
604, 100 


Percent 


0.  975 
.977 
.9707 


Month 


)5,000 
)8,  300 
«,  300 
)8, 300 
)9, 000 
December \    599,000 


July 

August 

September- 
October 

November. 


State 
quota 


Barrels 
daily 

produc- 
tion ■ 


609.  324 
613,  465 
612,  206 
609, 461 
2  611,845 


1  From  California  Oil  Umpire. 

2  Preliminary  estimate. 

Estimated  neic  potential  developed  in  California  1939 

New 
Month :  potential 

January 82,675 

February 50,475 

March 92,450 

April 92,525 

May 124,000 

June  ...  94,425 

July  109,825 

August 119,450 

September 79,250 

October 105,850 

November 130,325 

December  • 

Total  (11  months) . - 1,081,250 

'  Not  yet  available. 

Gentlemen,  in  my  next  remarks  I  offer  no  criticism  of  our  sister 
State  of  Texas,  but  I  cannot  but  believe  that  a  glance  at  a  chart  for 
the  State  of  Texas  during  the  same  period  as  the  chart  I  gave  you  for 
the  State  of  California  would  be  of  some  interest  particularly  in  that 
it  gives  a  comparison  of  some  matters  of  an  oil-control  State,  let  us 
say,  and  one  which  has  its  own  voluntary  conservation  program. 
Here  as  in  the  other  we  have  the  best  estimate  we  can  make  of  the 
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additions  to  storage  and  withdrawals  of  crude  oil.  By  the  way,  the 
storage  here  is  crude  oil,  and  the  storage  on  the  California  chart  is  of 
all  products  transposed  back  into  barrels  of  oil.  And  here  we  have 
a  comparison  of  Texas  allotment  by  its  railroad  commission,  or  its 
allowable  and  the  actual  production.  You  will  notice  considerable 
fluctuation  in  a  period  of  time  there,  particularly  in  the  month  of 
August  when  it  is  a  matter  of  common  knowledge  that  some  crisis 
arose  in  the  Mid-Continent  which  called  for  the  shutting  down  of 
wells  in  that  area. 

Now,  gentlemen,  in  the  recent  campaign  over  the  Atkinson  control 
bill  many  of  our  friends  in  Texas  undoubtedly  meaning  well,  and  we 
do  not  question  their  motives  at  all  and  nothing  that  I  say  is  to  be  so 
construed,  endeavored  in  many  ways  to  assist  the  group  in  favor  of 
our  control  bill  to  have  it  adopted.  The  National  Stripper  Well  As- 
sociation, Governors  of  some  of  those  States,  members  of  the  Texas 
Kailroad  Commission  were  quoted  as  thinking  our  bill  should  be 
adopted  here.  I  believe,  gentlemen,  that  the  people  of  California 
and  the  o'l  hidustry  of  Cahfornia  preferred  our  voluntary  conserva- 
tion program  which  I  believe  you  will  find  is  much  steadier,  although 
we  do  not  claim  it  is  perfect  yet,  than  the  situation  which  confronted 
Texas. 

I  would  like  to  ask  if  I  might,  Mr.  Chairman,  that  this  chart  appear 
in  your  record  so  that  my  testimony  will  be  understandable. 

Mr.  Cole.  At  this  point? 

Mr.  Morton.  Yes,  thank  you. 

Mr.  Morton.  Gentlemen,  by  something  of  a  coincidence  a  report 
on  the  subject  of  regulation  of  oil  and  gas  in  California  was  prepared 
in  the  latter  part  of  1938  by  the  California  State  Planning  Board. 
This  board  was  composed  of  a  group  of  prominent  citizens  including 
the  then  director  of  finance,  the  director  of  public  works,  the  director 
of  resources,  and  other  names  who  appear  here.  This  report  was 
concluded  in  the  latter  part  of  1938.  It  is  entitled  "Regulation  of 
oil  and  gas  in  California."  This  report,  gentlemen,  was  not  prepared 
with  respect  to  the  Atkinson  oil  control  bill  which  was  subsequently 
introduced  into  the  legislature,  or  any  other  control  bill.  There  was 
then  no  bill  in  the  house  or  any  group  in  this  State.  It  was  prepared 
under  circumstances  which  I  believe  make  it  important  to  your  hear- 
ing, as  the  foreword  to  the  report  states,  which  I  now  read,  that  it  is 
prepared  as  a  part  of  its  Nation-wide  energy  resources  survey. 

The  National  Resources  Committee  asked  the  Cahfornia  State  Planning  Board 
to  prepare  a  special  report  on  petroleum  and  natural  gas  production-control  and 
conservation  measures. 

And  it  was  prepared  then,  gentlemen,  as  part  of  the  National 
Resources  Committee  study. 

The  report  is  an  important  one,  and  if  I  may  be  permitted,  gentle- 
men, I  would  like  to  compare  it  to  a  report  such  as  must  issue  from  a 
group,  as  you  gentlemen  are,  undoubtedly  from  different  walks  of 
life,  and  even  from  your  questions  thus  far,  I  believe  intelligent,  and 
some  of  you  knowing  more  and  some  less  about  the  subject  under 
discussion.  As  I  say  I  am  not  going  to  read  it  all  but  I  am  going  to 
ask  your  permission  to  make  it  part  of  your  record,  and  to  first  read 
some  of  their  statements  which  are  very  short.  The  part  I  read  is 
very  short.     They  review  our  history;  they  review  our  statutes;  they 
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review  what  California  has  been  confronted  with,  and  then  under  the 
heading  "Effectiveness  of  Regulation"  is  this  statement: 

The  effectiveness  of  oil  and  gas  regulation  may  be  judged  by  three  factors— 
(1)  amount  of  needless  waste,  (2)  characteristics  of  the  market-production  ratio, 
and  (3)  simplicity  of  the  enforcing  machinery. 

Except  for  a  brief  period  under  the  National  Industrial  Recovery  Adminis- 
tration, the  proration  of  oil  in  California  has  been  on  a  voluntary  basis.  Regula- 
tion has  been  conducted  with  a  minimum  of  politics,  complication,  legislation, 
court  action,  and  expense. 

And  then  follows  quotations  from  people  whose  names  are  given  on 
the  subject  to  the  effect  that  this  has  been  successful,  and  then  this 
conclusion: 

Clearly  oil  production  control  has  been  effective  not  only  in  preventing  an 
actual  increase  such  as  might  have  seemed  warranted  by  the  record  breaking 
national  demand  in  1936,  but  also  in  keeping  relative  production  far  below  the 
1929  level. 

And  the  last  few  words  of  the  conclusion  are  as  follows: 

California  has  a  substantial  record  of  accomplishment  in  the  field  of  oil  and 
gas  conservation.  It  is  important  that  this  good  work  continue,  and  that  it  be 
strengthened  and  improved  at  every  opportunity.  Only  by  constant  vigilance 
can  oil  fields  be  kept  active  for  a  maximum  period  of  time,  labor  get  steady 
employment,  producers  enjoy  a  satisfactory  long-range  price  structure,  and  the 
State  have  both  a  sustained  income  and  a  dependable  fuel  supply. 

This  brief  review  of  oil  and  gas  regulation  in  California  suggests  that  three 
factors  seem  to  merit  special  attention.     These  are : 

(1)  Further  reduction  of  gas  wastage. 

(2)  Maintenance  of  a  reasonable  oil  production-demand  ratio. 

(3)  Unit  operation  of  oil  and  gas  fields. 

And  I  say  to  you  gentlemen  that  with  those  recommendations  I 
heartily  concur,  and  I  believe  the  vast  majority  of  those  in  the  oil 
industry  in  California  likewise  concur. 

Mr.  Chairman,  may  I  make  this  a  part  of  your  record?  It  is  not 
too  long  or  cumbersome  and  I  know  as  you  have  occasion  in  the  future 
to  study  it  you  will  find  it  of  interest.  It  was  prepared  by  the  State 
body  for  and  apparently  used  in  connection  with  the  movement  which 
brought  about  the  resolution  which  caused  your  committee  to  make 
this  investigation. 

(The  matter  referred  to  is  as  follows:) 

The  Regulation  of  Oil  and  Gas  in  California — ^California  State  Planning 

Board  1938 

california  state  planning  board 

Members 

Harrold  English,  Los  Angeles,  chairman;  A.  E.  Stockburger,  director  of  finance, 
secretary;  Robert  Easley,  Antioch;  William  E.  Harper,  San  Diego;  Louise  Ward 
Watkins,  Pasadena;  Earl  Lee  Kelly,  director  of  public,  works;  George  D.  Norden- 
holt,  director  of  natural  resources. 


L.  Deming  Tilton,  administrative  officer;  Willis  H.  Miller,  chief  planning  tech- 
nician; Richard  S.  Whitehead,  engineer;  Edna  V.  Dorothy,  secretary. 

FOREWORD 

As  a  part  of  its  Nation-wide  energy  resources  survey,  the  National  Resources 
Committee  asked  the  California  State  Planning  Board  to  prepare  a  special  report 
on  petroleum  and  natural  gas  production  control  and  conservation  measures. 
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Oil  and  gas  are  of  particular  importance  in  California.  To  a  considerable  degree 
our  i:)rosperity  and  well-being  depend  both  on  the  sustained  production  of  our  oil 
and  gas  fields,  and  on  the  economic  status  of  producing  and  distributing  agencies. 
The  State  Planning  Board,  therefore,  is  pleased  to  present  this  brief  survey  con- 
cerning the  regulation  of  oil  and  gas  in  California. 

Published  legal,  statistical,  and  other  data  were  freely  consulted  during  the 
preparation  of  this  report.  In  addition,  special  aclvnowledgmeiit  is  made  of  the 
generous  cooperation  received  from  Mr.  J.  R.  Pemberton,  oil  umpire  for  the 
central  committee  of  California  Oil  Producers;  Mr.  R.  D.  Bush,  State  oil  and  gas 
su])ervisor;  and  Mr.  Claude  C.  Brown,  then  consulting  chief  engineer  for  the 
California  Raih'oad  Commission. 

INTRODUCTIOX 

California,  Texas,  and  Oklahoma  are  the  great  oil-  and  gas-producing  States 
of  the  Union.  Until  about  10  years  ago,  California  enjoyed  undisputed  leadership 
in  oil  production,  and  was  a  strong  competitor  for  first  place  in  natural  gas.  Since 
the  depression,  however,  Texas  has  assumed  and  held  tliis  coveted  jiosition. 

The  commercial  production  of  oil  and  gas  in  CaHfornia  is  localized  within  the 
southern  half  of  the  State.  Three  areas — the  Los  Angeles  Basin,  the  coastal 
district,  and  the  southern  San  Joaquin  Valley — have  virtually  all  the  important 
fields.  Refineries  are  widely  scattered  throughout  the  various  producing  regions, 
but  those  in  metropolitan  Los  Angeles  and  around  San  Francisco  Bay  have  by  far 
the  greatest  capacities. 

No  pipe  lines  carry  California  oil  or  gas  outside  the  State.  Interstate  and 
foreign  shipments  of  oil  are  handled  either  by  tank  cars  or  by  steamships.  Ex- 
tensive ocean  terminals  and  shipside  storage  facilities  are  maintained  at  Los 
Angeles  Harbor  and  at  several  San  Francisco  Bay  points.  Tanker  loading  stations 
also  have  been  built  at  El  Segundo,  Ventura,  Esteros  Bay,  and  a  number  of  other 
places  along  the  southern  California  coast. 

From  several  points  of  view  California  is  unique  among  American  oil  and  gas 
regions.  Isolated  l^y  hundreds  of  miles  and  the  great  Rocky  Mountains  from 
midwestern  and  eastern  oil  fields  and  markets,  California  is  a  comparatively  inde- 
pendent, self-contained  unit  of  the  industry.  Despite  this  situation,  national 
trends  in  prices  and  production  are  yjromptly  reflected  in  California.  Conserva- 
tion, regulation,  and  production  control  are  of  Nation-wide  importance  and, 
therefore,  vital  to  California. 

NEED    FOR    REGULATION 

California's  great  oil  and  gas  fields  have  been  developed  within  the  last  two 
decades,  many  of  the  fields  being  areas  intensively  utilized  for  urban  and  agricul- 
tural purposes.  As  a  result,  exploitation  frequently  has  been  a  frenzied  attempt 
for  each  landowner  to  get  his  share  from  the  common  pool.  Hvmtington  Beach, 
with  its  "town  lot"  drilling,  is  a  typical  example.  In  addition  to  this  general 
tendency  for  overdevelopment  and  consequent  overproduction,  certain  other 
factors  contribute  to  the  need  for  regulation. 

Oil-gas  relationship. — In  California  both  oil  and  gas  commonly  are  found  in  the 
same  structures.  Generally  the  gas  is  under  such  high  pressure  that,  for  a  tinae 
at  least,  oil  flows  without  pumping,  and  vast  quantities  of  gas  are  produced.  This 
is  not  always  desirable.  More  oil  than  the  market  can  absorb  may  pour  from  the 
wells,  while  gas  for  which  there  is  no  demand  blows  into  the  air. 

Oil-water  problem. — California's  undergroimd  water  resources  are  of  major 
importance  both  to  urban  and  agricultural  areas.  The  more  populous  regions 
are  semiarid  or  arid  with  few  perennial  streams.  Thousands  of  city  residents  and 
thousands  of  acres  of  valuable  irrigated  farm  land  depend  on  water  obtained  from 
wells.  But  a  well  merely  is  a  hole  in  the  ground  which  pierces  all  strata  it  en- 
counters. Sometimes  a  well  produces  water,  sometimes  oil  and  gas,  sometimes 
both  water  and  oil,  and  sometimes  nothing.  All  too  frequently  oil  wells  penetrate 
one  or  more  aquifers  on  their  way  to  the  deep  oil  sands.  Unless  special  care  is 
taken,  the  water  may  be  wasted  or  contaminated  with  petroleum.  Either  result 
means  tragedy  when  that  water  is  the  sole  support  for  activities  of  the  sur- 
rounding countryside.     In  California  water  is  even  more  important  than  oil. 

Then,  too,  the  introduction  of  water  into  oil  sands  is  a  serious  matter.  Care- 
lessness in  this  regard  may  ruin  a  promising  oil  or  gas  field. 
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These  threats  to  an  ah-eady  inadequate  water  supply  and  to  the  oil  and  gas 
reserves  of  the  State  have  prompted  active  interest  in  measures  for  regulating 
methods  of  oil-well  drilling  and  operation. 

Business  conditions. — The  demand  for  oil  and  gas,  like  that  for  other  com- 
modities, depends  to  a  considerable  degree  on  general  business  conditions.  Ex- 
cept for  1935  and  1936,  the  consumption  of  petroleum  in  the  United  States  has 
been  substantially  below  the  1929  level.  Then,  too,  during  the  j)ast  9  years  the 
development  of  many  new  fields  has  increased  the  industry's  productive  capacity. 
Such  a  combination  of  expanding  production  and  shrinking  markets  leads  to 
chaos.     Under  these  circumstances  some  form  of  production  control  is  essential. 

Marketing  difficulties. — California  petroleum  enjoys  a  virtual  monopoly  of  the 
California,  Oregon,  Washington,  British  Columbia,  Alaska,  and  Hawaii  markets. 
It  also  has  a  strong  competitive  position  west  of  the  Rocky  Mountains.  This 
territory  is  of  vast  extent,  but  has  a  relatively  small  population  and  only  a  moder- 
ate demand  for  oil.  Several  other  regions  have  provided  major  outlets  for  Cali- 
fornia petroleum  products.  During  the  past  20  years  millioiis  of  barrels  of  crude, 
fuel  oil,  gasoline,  and  kerosene  have  moved  by  tanker  to  the  east  coast,  north- 
western Europe,  and  eastern  Asia.  At  some  time  oil  from  this  State  has  reached 
practically  every  large  seaport  in  the  commercial  world. 

Within  recent  years  several  marketing  difficulties — competition,  a  decline  in 
ship  bunkering,  and  rising  transportation  costs — have  beset  California  oil  pro- 
ducers. 

Vigorous  exploitation  of  great  new  Texas  fields  has  gone  far  toward  eliminating 
the  Atlantic  coast  and  European  markets.  In  the  western  Pacific  Basin,  oil 
from  the  Dutch  East  Indies  and  Bahrein  Island  constitutes  an  ever  greater 
threat  to  California  exporters.  New  pipe  lines  carry  Midwestern  and  Southern 
oil  and  gas  direct  to  many  centers  in  the  northeastern  quarter  of  the  country. 
Panama  Canal  tolls  and  rising  tanker  rates  increase  California's  already  serious 
handicaps.  Bunker  oil  for  ships,  long  a  major  market  for  California  fuel  oil,  is 
becoming  less  and  less  important  due  to  strikes  and  withdrawal  of  boats,  notably 
those  of  the  Panama  Pacific,  Grace,  and  Dollar  Lines. 

Except  for  the  presence  of  the  entire  American  fleet  in  California  waters,  and  the 
Sino-Japanese  War,  these  marketing  problems  would  be  of  even  greater  concern. 
Once  again,  the  need  for  regulation  and  production  control  is  self-evident. 

REGULATORY    MEASURES 

A  variety  of  regulatory  measures  designed  to  keep  California's  oil  and  gas  in- 
dustry on  a  solid  foimdation  have  been  put  into  effect  by  both  public  and  private 
agencies.     The  more  significant  of  tliese  measures  are  here  described. 

State  lavjs. — Since  1909  the  State  of  California  has  had  specific  laws  governing 
various  aspects  of  petroleum  and  natural-gas  production  and  distribution. 

Act  4916,  Statutes  of  1915,  amended  by  Statutes  of  1917,  1919,  1921,  1929, 
1931,  1933,  and  1937,  known  as  the  oil  and  gas  conservation  law,  is  an  act  to  protect 
the  natural  resources  of  water,  petroleum,  and  natural  gas  from  damage,  waste, 
and  destruction.  It  provides  for  the  creation  of  a  division  in  the  department  of 
natural  resources  for  the  prevention  of  such  damage,  waste,  and  destruction;  for 
the  appointment  of  a  State  oil  and  gas  supervisor  and  his  staff,  and  fixes  their 
duties  and  responsibilities;  for  the  inspection  of  petroleum  and  gas  wells;  requires 
all  well  operators  to  render  certain  reports;  permits  and  authorizes  agreements 
in  the  interest  of  conservation;  provides  for  suits  by  the  director  of  the  depart- 
ment of  natural  resources  in  the  name  of  the  people  of  the  State  of  California; 
creates  a  fund  for  the  purposes  of  the  act;  provides  for  assessment  and  collection 
of  charges  to  be  paid  by  operators;  and  provides  for  bonds  required  of  drillers  of 
oil  and  gas  wells. 

For  convenience  in  presentation,  the  major  provisions  of  this  and  other  State 
laws  are  discussed  by  topics  rather  than  by  statutes. 

(1)  Wastage  of  gas. — The  following  analysis  of  the  control  of  gas  wastage  is 
taken  from  a  letter  by  Claude  C.  Brown,  California  Railroad  Commission,  dated 
August  16,  1938. 

Under  Act  2954  of  the  Statutes  of  1911,  known  as  the  gas-wastage  law,  the 
unnecessary  wasting  of  natiu'al  gas  to  the  atmosphere  is  prohibited  in  these  words: 

"Waste  prohibited.  All  persons,  firms,  corporations,  and  associations  are 
hereby  prohibited  from  willfully  permitting  any  natural  gas  wastefully  to  escape 
into  the  atmosphere." 
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The  same  brief  act  also  requires  the  capping,  upon  abandonment  of  any  well 
from  which  natural  gas  flows,  and  provides  for  penalties  in  case  of  violation. 

Ill  1929,  many  sections  were  added  to  Act  4916,  among  which  are  the  following: 

"Unreasonable  waste  unlawful.  The  unreasonable  waste  of  natural  gas  by  the 
act,  omission,  sufferance,  or  insistence  of  the  lessor,  lessee,  or  operator  of  any 
land  containing  oil  or  gas  or  both,  whether  before  or  after  the  removal  of  gasoline 
from  such  natural  gas,  is  hereby  declared  to  be  opposed  to  the  public  interest 
and  is  hereby  prohibited  and  declared  to  be  unlawful.  The  blowing,  release,  or 
escape  of  the  natural  gas  into  the  air  shall  be  prima  facie  evidence  of  unreasonable 
waste." 

"Procedure  upon  complaint  of  waste.  Upon  complaint  being  made  to  the 
director  of  natural  resources  by  any  person  operating  in  any  oil  field  that  there 
is  occurring  or  threatened  an  unreasonable  waste  of  gas  in  any  field  or  fields  and 
a  petition  is  filed  with  said  director  requesting  that  a  hearing  be  held  to  consider 
whether  such  waste  is  occurring  or  threatened,  and  it  appearing  to  the  director 
of  natural  resources  that  there  is  probable  cause  for  such  complaint,  he  shall 
order  the  State  oil  and  gas  supervisor  to  hold  such  a  hearing  and  to  fix  a  time  and 
place  therefor;  such  a  hearing  may  also  be  ordered  by  the  s^aid  director  on  the 
application  of  the  State  oil  and  gas  supervisor.  *  *  *  Upon  the  conclusion 
of  said  hearing  the  oil  and  gas  supervisor  shall  determine  whether  or  not  there  is 
an  unreasonable  waste  of  gas  in  said  field,  in  existence  or  threatened,  and  shall 
also  determine  the  extent  to  whicli  tlie  waste  of  gas  therein  occurring  or  threatened 
is  unreasonable.  If  it  shall  appear  that  gas  is  being  produced  from  any  oil  well 
or  wells  in  quantities  exceeding  a  reasonable  proportion  to  the  amount  of  oil 
produced  from  the  same  well  or  wells,  even  though  it  is  shov/n  that  such  excess 
gas  is  being  used  in  the  generation  of  light,  heat,  power,  or  other  industrial  pur- 
pose and  that  there  is  sufficient  gas  available  for  such  uses  from  other  wells  in 
the  same  or  other  fields  in  which  the  gas  produced  is  not  in  excess  of  the  amount 
which  bears  a  reasonable  proportion  to  the  amount  of  oil  produced  from  such 
other  wells  and  that  there  are  adequate  gas  pipe-line  connections  between  such 
other  wells  and  the  place  of  utilization  of  such  gas,  the  State  oil  and  gas  super- 
visor shall  hold  that  such  excess  production  of  gas  is  unreasonable  waste  thereof 
if  such  holding  will  not  cause  an  unreasonable  waste  of  gas  in  any  other  field. 
If  the  waste  of  gas  be  found  unreasonable  an  order  shall  be  made  directing  that 
such  imreasonable  waste  of  gas  shall  be  discontinued  or  refrained  from  to  the 
extent  stated  in  said  order.  The  sale  or  delivery  of  gas  to  another  bj-  a  lessor, 
lessee,  or  operator  shall  be  no  defense,  excuse,  or  reason  from  any  lessor,  lessee, 
or  operator  disobeying  an  order  of  the  State  oil  and  gas  supervisor  directing  the 
discontinuance  or  curtailment  of  the  production  of  the  well  or  wells  from  which 
said  gas  is  being  produced  when  such  gas  is  being  unreasonably  wasted  by  such 
buyer  or  by  the  person  to  whom  deliveries  are  being  made.     *     *     *." 

Whenever  it  appears  to  the  director  of  tlie  department  that  gas  is  being  wasted, 
he  may  institute  or  have  proceedings  instituted  in  the  name  of  the  people  of  the 
State  of  California  to  enjoin  such  unreasonable  waste,  in  the  superior  court  of 
the  county  in  which  the  waste  is  talcing  place. 

In  the  year  1929,  there  was  prepared  a  report  calling  to  the  California  Railroad 
Commission's  attention  the  tremendous  wastage  of  natural  gas  then  taking  place 
in  the  California  fields.  The  commission  transmitted  said  report  to  the  Governor, 
who  shortly  thereafter  appointed  a  conservation  committee,  consisting  of  operators 
and  State  ofiicials,  to  study  the  problem. 

On  May  26,  1929,  the  legislature  passed  legislation  amending  Act  4916,  as 
noted  above,  declared  the  imreasonable  waste  of  natural  gas  unlawful,  and  pro- 
vided for  the  act  having  immediate  effect  as  an  emergency  measure.  These 
amendments  redefine  the  property  rights  to  oil  and  gas  in  accordance  with  the 
correlative  right  rules  heretofore  confined  to  the  law  of  waters  and  remove  oil 
and  gas  production  from  tlie  antitrust  laws. 

After  numerous  conferences  in  an  effort  to  induce  the  operators  in  the  Santa 
Fe  Springs  field  (one  of  the  largest  wasters  of  gas)  to  reach  some  agreement,  an 
action  was  filed  on  September  11,  1929,  in  the  Superior  Court  of  Los  Angeles 
County,  for  an  injunction  restraining  such  waste.  On  October  21,  1929,  the 
Wilshire  Oil  group  obtained  an  alternative  writ  of  prohibition  so  that  the  Super- 
ior Court  could  no  longer  proceed  until  the  matter  of  parties  was  determined. 
The  Supreme  Court  of  California  on  January  17,  1930,  denied  the  writ  of  prohi- 
bition and  allowed  the  action  to  proceed  without  waiting  the  thirty  days  before 
the  order  came  to  trial. 
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The  Superior  Court  of  Los  Angeles  proceeded  with  the  taking  of  testimony  on 
the  application  for  preliminary  injunction,  and  on  March  12,  1930,  overruled  the 
demurrers  and  denied  the  motions  to  strike  from  the  complaint  made  by  the 
defendants.  This  was  followed  by  the  granting  of  the  preliminary  injunction  on 
March  19,  1930,  fixing  the  allowed  production  of  gas  from  the  field  at  approxi- 
mately 285,000  M  cubic  feet  per  day,  distributed  on  the  basis  of  a  formation 
gas-oil  ratio  of  1,250  feet  and  an  average  production  ratio  of  2,500  cubic  feet  of  gas 
to  a  barrel  of  oil,  with  some  adjustments  in  favor  of  properties  high  up  on  the 
structure.  The  basis  of  the  order  was  to  confine  blow  to  the  air  to  a  quantity  less 
than  100,000  M  cubic  feet  per  day,  and  reduced  both  gas  and  oil  production  by 
about  one-half.  This  order  was  modified  on  March  28,  increasing  the  allowable 
to  approximately  300,000  M  cubic  feet  per  day  to  permit  production  from  some 
leases  disadvantageouslj^  located,  and  on  May  2  was  again  modified  to  permit 
certain  town  lot  leases  to  combine,  and  prohibiting  any  production  at  a  gas-oil 
ratio  in  excess  of  10,000  cubic  feet  to  a  barrel  of  oil.  In  the  meantime  on  March 
29,  the  Star  Petroleum  Company  and  associates  had  appealed  from  the  injunction, 
and  the  Bandini  Oil  Company  had  obtained  an  alternative  writ  of  prohibition  from 
the  District  Court  of  Appeal  challenging  the  jurisdiction  of  the  court  to  make  any 
order  on  the  ground  that  the  statute  was  unconstitutional.  This  writ  was  denied 
in  the  district  court  of  appeals  by  decision  and  order  on  November  29,  1930,  and 
hearing  denied  in  the  State  Supreme  Court  on  January  26,  1931.  These  rulings 
were  sustained  in  the  United  States  Supreme  Court  on  November  21,  1931. 

The  gas  wastage  had  continued  throughout  the  year  1930,  but  by  the  time  the 
jurisdiction  of  the  court  and  the  constitutionality  of  the  act  were  definitely 
established,  the  wastage  had  been  decreased.  The  remittitur  restoring  the 
jurisdiction  of  the  Superior  Court  at  Los  Angeles  was  received  from  the  United 
States  Supreme  Court  on  January  7,  1932.  A  motion  was  made  for  adjustment  of 
the  preliminary  injunction  so  as  to  readjust  the  correlative  rights  of  the  leaseholds 
in  the  field  which  had  been  disregarded  by  the  operators  in  the  waste  of  gas,  and 
which  would  effect  in  some  manner  a  compensating  curtailment  of  those  leases  for 
the  overproduction  in  which  they  had  indulged  during  the  time  the  matter  had 
been  in  court.  The  case  was  set  down  for  trial  on  May  9,  1932.  None  of  the 
companies  concerned  desired  to  litigate  the  question  of  such  compensating 
adjustments  in  a  case  under  the  control  of  the  State  authorities,  and  on  motion  of 
the  defendant  Associated  Oil  Co.,  consented  to  by  the  director  of  natural  resources, 
the  case  was  put  off  the  trial  calendar.  On  April  29,  1932,  the  attorney  for  the 
State  instructed  the  clerk  to  dismiss  the  case. 

The  first  order  regulating  production  to  prevent  waste  in  the  Ventura  Avenue 
field  was  made  on  October  3,  1929.  The  order  required  certain  particular  high 
gas-oil  ratio  wells  to  be  closed  in,  assigned  allowed  quantity  of  gas  production  in 
cubic  feet  per  average  day  to  each  leasehold,  restricted  production  in  the  field 
generally  to  wells  under  10,000  ratio,  but  allowed  in  an  area  at  the  top  of  the 
structure  production  from  wells  as  hi'^h  as  20,000  ratio.  The  order  was  appealed 
to  the  board  of  commissioners  in  District  No.  2,  who  made  an  order  prohibiting 
release  to  the  air  in  excess  of  10  percent  of  the  gas  produced  from  Ventura  Avenue 
field  without  any  other  restrictions,  and  that  order  still  continues  in  effect.  It  was 
so  greatly  violated  during  the  fall  of  1931  that  a  new  hearing  was  intitiatedby  the 
State,  but  the  companies  proceeded  to  regulate  their  production  so  as  to  reduce 
the  blow  to  the  air  to  less  than  20,000  cubic  feet  of  gas  per  barrel  of  oil  produced 
and  less  than  7  percent  of  the  gas  produced,  and  on  a  showing  that  this  condition 
would  continue,  the  new  proceeding  was  dismissed  on  June  15,  1932. 

While  the  proceedings  in  Santa  Fe  Springs  were  being  heard,  similar  action  was 
brought  in  respect  to  the  Signal  Hill  Oil  Field  at  Long  Beach.  This  action  trailed 
the  Santa  Fe  Springs  action,  and  while  the  demurrers  of  defendants  and  motions 
to  strike  were  finally  overruled  by  the  trial  judge,  he  was  disposed  to  deny  a  pre- 
liminary injunction,  and  by  the  time  the  questions  had  been  definitely  settled  in 
the  Santa  Fe  Springs  case  the  production  of  gas  had  so  decreased  that  following 
the  dismissal  in  the  Santa  Fe  Springs  case  the  Long  Beach  case  was  dismissedj  on 
May  13,  1932. 

On  January  12,  1932,  an  order  w^as  made  in  Oil  District  No.  3,  Santa  Barbara 
County,  prohibiting  the  release  to  the  air  of  gas  in  excess  of  5  percent  of  that 
produced  by  any  operator.  On  appeal  to  the  board  of  commissioners,  this  order 
was  affirmed,  but  the  effective  date  postponed  to  June  1,  1932,  to  give  the  opera- 
tors time  to  provide  for  the  disposition  of  the  excess  gas.  The  decreased  demand 
for  gas,  particularly  for  industrial  purposes,  has  created  a  difficult  situation  in  the 
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disposal  of  gas,  particularly  from  a  fii'ld  located  as  the  Ehvood  field  is,  and  the 
reports  for  the  first  part  of  June  showed  a  release  of  gas  in  excess  of  that  allowed 
by  the  order. 

The  Kettlcnian  Hills  complaint  was  filed  3  days  after  the  Petroleum  Securities 
Felix  No.  1  came  in  on  January  19,  1930.  The  lack  of  outlets  and  the  necessity 
of  avoiding  discrimination  between  producers  while  the  Milham  and  Continental 
wells  were  out  of  control  precluded  any  effective  injunction.  The  first  injunction 
was  granted  under  date  of  April  13,  1931,  prohibited  below  to  the  air  in  excess  of 
10  percent  by  any  producer,  and  required  all  future  wells  to  be  drilled  1,000  feet 
into  the  Temblor,  but  contained  special  provisions  in  regard  to  the  two  uncon- 
trolled wells  and  their  offsets.  These  wells  having  been  brought  under  control, 
further  applications  for  modifying  the  injunction  were  made,  A\hich  have  been 
continued  from  time  to  time.  The  operating  companies  have  reduced  to  sub- 
mission the  large  wells  with  the  high  pressure  from  great  depths  in  this  field,  with 
the  result  that  the  release  to  the  air  has  been  reduced  to  approximately  23,000,000 
cubic  feet  a  day,  being  about  380  cubic  feet  to  each  barrel  of  oil  produced,  and 
about  10  percent  of  the  gas  produced.  This  is  about  what  the  orders  applied  for 
by  the  State  require  during  the  summer,  though  a  lower  waste  is  desirable  in  the 
winter. 

A  sudden  and  unprecedented  blow  of  gas  to  the  air  from  the  Dominguez  Field, 
which  had  hitherto  been  one  of  the  best-operated  fields  in  the  State,  made  neces- 
sary an  action  to  restrain  waste  in  that  field,  which  was  filed  April  11,  1932.  A 
temporary  order  was  made  requiring  the  closing  in  of  nine  wells  producing  at 
high  gas-oil  ratios  and  which  stopped  the  greater  jmrt  of  the  unreasonable  waste. 
An  adjournment  was  then  taken  to  see  what  further  the  operating  companies 
could  accomplish.  When  the  matter  came  on  for  hearing  following  the  adjourn- 
ment, the  companies  were  able  to  report  that  there  was  no  waste,  and  that  all  the 
gas  produced  in  excess  of  demands  was  being  used  for  repressuring  purposes. 

Since  that  time,  a  number  of  other  court  actions  have  been  resorted  to,  but  the 
effect  of  this  law,  coupled  with  voluntary  curtailment  of  production  of  both  oil 
and  gas,  have  effectually  reduced  the  wastage  of  natural  gas  in  California.  During 
the  year  1937,  the  quantity  blown  to  the  air  and  wa.sted  in  the  fields  amounted  to 
but  4.46  percent  of  the  total  gas  produced. 

(2)  Oil-water  contamination. — A  principal  duty  of  the  State  oil  and  gas  super- 
visor is  to  prevent  damage  to  underground  and  surface  waters  suitable  for  irriga- 
tion or  domestic  purposes  from  contamination  by  reason  of  the  drilling,  operation, 
maintenance,  or  abandonment  of  oil  or  gas  wells,  and  to  prevent  the  infiltration 
of  water  to  oil-  or  gas-bearing  strata  (sec.  3,  California  Laws  for  Conservation  of 
Petroleum  and  Gas).  Each  field  deputy  has  the  responsibility  to  collect  all 
necessary  information  concerning  water-bearing  strata  and  surface  waters  in  oil 
regions.  This  is  done  so  the  deputy  may  advise  operators  as  to  the  best  methods 
for  protecting  such  waters  and  oil  sands,  and  order  needed  tests  or  repairs  at  wells 
(see.  5,  California  Laws  for  Conservation  of  Petroleum  and  Gas).  The  supervisor 
is  empowered  to  order  such  remedial  works  as  in  his  judgment  are  necessary  to 
protect  usable  water  resources  for  the  benefit  of  neighboring  property  owners  and 
the  public  at  large  (sees.  8  and  15,  California  Laws  for  Conservation  of  Petroleum 
and  Gas). 

Before  starting  drilling  of  an  oil  or  gas  well,  the  operator  shall  estimate  the 
deptli  at  which  water  will  be  shut  off,  state  the  method  by  which  such  shut-off 
is  to  be  made,  and  tell  the  size  and  weight  of  casing  to  be  used  (sec.  17,  California 
Laws  for  Conservation  of  Petroleum  and  Gas).  Each  operator  shall  test  the 
shut-off  of  water  by  any  casing  cemented  or  landed  in  a  stratum  overlying  an  oil- 
or  gas-bearing  stratum.  A  report  on  all  such  tests  must  be  made  by  the  super- 
visor or  his  agent  (sec.  19,  California  Laws  for  Conservation  of  Petroleum  and 
Gas). 

No  oil  or  gas  well  may  be  abandoned  unless  all  water  be  shut  off  from  oil-  or 
gas-bearing  strata,  and  every  effort  be  made  to  protect  underground  or  surface 
water  from  the  addition  of  any  detrimental  substances  (sec.  16,  California  Laws 
for  Conservation  of  Petroleum  and  Gas).  All  such  work  must  be  done  to  the 
satisfaction  of  the  supervisor  or  his  agent. 

Supplementary  ordinances  to  protect  surface  and  underground  water  supplies 
from  pollution  by  oil  have  been  passed  by  at  least  one  county — Santa  Barbara. 
It  is  understood  that  the  State  supervisor  assists  in  enforcing  these  local  regula- 
tions. 

(3)  Spacing  of  wells. — In  1931  an  act  to  regulate  the  spacing  of  oil  and  gas 
wells  was  passed  by  the  legislature  (ch.  586,  Statutes  of  1931).  This  law  was  de- 
signed to  reduce  the  economic  waste  caused  by  "town  lot"  drilling.     Any  new 
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well  located  within  100  feet  of  an  outer  boundary  of  the  parcel  of  land  on  which  it 
is  situated,  within  100  feet  of  a  public  street  or  highway,  or  within  150  feet  of  an 
existing  oil  or  gas  well  is  declared  a  public  nuisance.  A  modification  permits  one 
well  per  acre  on  tracts  of  irregular  size  less  than  250  feet  Iti  width.  The  con- 
stitutionality of  this  act  has  been  contested,  and  a  decision  of  the  State  supreme 
court  is  expected  some  time  during  the  fall  of  1938. 

(4)  Unit  operation  of  fields. — Operators  may  enter  into  agreements  for  the  co- 
operative development  and  operation  of  all  or  part  of  any  field  when,  in  the 
opinion  of  the  supervisor,  such  action  is  in  the  interest  of  the  protection  of  oil  or 
gas  from  unreasonable  waste  (sec.  8c,  California  Laws  for  Conservation  of  Pe- 
troleum and  Gas).  Such  agreements  may  fix  the  time,  location,  and  manner  of 
operating  wells,  and  provide  for  the  return  of  natural  gas  into  the  subsurfaces  of 
the  earth  for  purposes  of  storage  or  repressuring.  Any  such  agreements  are  de- 
clared binding  on  the  successors  of  the  parties  thereto,  and  enforceable  in  action 
for  specific  performance. 

(5)  Restriction  on  wildcatting. — There  is  no  specific  State  law  restricting  wild- 
catting,  although  several  provisions  may  influence  this  activity.  Section  20a  of 
California  Laws  for  Conservation  of  Petroleum  and  Gas,  for  example,  provide 
that  every  person  or  firm  engaged  in  the  drilling,  redrilling,  or  deepening  of  any 
oil  or  gas  well  must  file  an  indemnity  bond  of  $5,000  with  the  supervisor.  This 
bond  is  surety  that  the  driller  will  comply  with  all  regulations  governing  the 
drilling  of  such  wells,  and  insures  the  State  against  losses  incurred  to  obtain  com- 
pliance with  such  regulations.  The  same  section  provides  that  any  person  or 
firm  engaged  in  drilling  five  or  more  wells  at  the  same  time  may  file  a  bond  of 
$25,000  to  cover  all  current  operations. 

In  addition,  persons  drilling  an  oil  or  gas  well  must  submit  to  the  supervisor  or 
his  deputy  a  written  statement  concerning  their  intention  to  start  drilling,  to- 
gether with  certain  information  about  the  proposed  well  (sec.  17,  California  Laws 
for  Conservation  of  Petroleum  and  Gas).  Furthermore,  the  driller  must  keep 
an  accurate  log,  core  record,  and  history  of  each  well  (sec.  18,  California  Laws  for 
Conservation  of  Petroleum  and  Gas).  A  complete  statement  concerning  such 
wells  must  be  filed  with  the  supervisor  within  30  days,  if  the  well  be  in  proven 
territory,  or  within  6  months  if  it  be  a  prospect  well. 

(6)  Abandonment  of  ivells. — No  well  can  be  abandoned  unless  the  owner  sub- 
mits in  writing  a  notice  of  his  intention  to  the  supervisor  (sec.  16,  California  Laws 
for  Conservation  of  Petroleum  and  Gas).  Within  15  days  after  the  completion 
of  abandonment,  the  supervisor  or  his  deputy  must  either  approve  the  abandon- 
ment, or  state  the  causes  for  disapproval.  Recommended  changes  must  be  made 
before  final  approval  is  given  by  the  supervisor.  Notice  also  must  be  given  to 
the  supervisor  prior  to  removal  of  any  rig,  derrick,  or  casing  (sec.  16a,  California 
Laws  for  Conservation  of  Petroleum  and  Gas).  Within  5  days  after  the  com- 
pletion of  such  removal,  a  written  report  concerning  all  work  done  must  be  made 
to  the  supervisor. 

(7)  Prevention  of  blowouts,  explosions,  and  fires. — The  supervisor  has  au- 
thority to  require  the  use  of  strong  casings  and  other  safety  devices  for  wells  in 
districts  known  to  have  high  gas  pressure,  or  where  the  pressure  of  petroleum 
and  gas  is  unknown  (sec.  3,  California  Laws  for  Conservation  of  Petroleum  and 
Gas).  Drillers  and  operators  also  are  charged  to  use  every  effort  to  prevent 
blowouts,  explosions,  and  fires. 

(8)  Leasing  of  State  lands. — The  State  of  California  owns  certain  tidelands 
with  known  resources  of  oil  and  gas.  Drilling  on  these  lands  long  has  been  pro- 
hibited, although  in  some  quarters  it  was  believed  that  State-owned  oil  was  being 
removed  by  wells  on  adjacent  property.  A  law  (subdivision  10,  ch.  325,  Stats, 
of  1931)  permitting  the  leasing  of  State  lands  was  repealed  by  referendum  in 
1932. 

Finally,  in  1938,  the  State  Lands  Act  was  passed  and  approved  by  the  Governor 
(ch.  5,  Stats,  of  1938).  This  act  creates  a  State  lands  commission  consisting  of 
the  State  controller,  the  director  of  finance,  and  the  Lieutenant  Governor.  It  is 
authorized,  with  the  consent  of  the  Governor,  to  lease  the  State's  oil  lands  to  the 
highest  bidder  on  a  royalty  basis.  Drilling  on  tidelands  or  beaches  is  not  allowed 
but  slant-drilling  from  sites  on  the  adjacent  upland  is  permitted. 

(9)  Proration  of  oil  production. — In  1931,  soon  after  the  first  impact  of  the 
depression,  the  Sharkey  bill  became  law  (ch.  585,  Stats,  of  1931).  This  act  pro- 
vided that  a  commission  of  six  members  be  elected  by  the  majority  vote  of  all 
producers  of  crude  oil.  Authority  was  given  the  commission  to  establish  produc- 
tion quotas  for  the  State,  the  several  oil  fields,  and  for  zones,  properties  and  wells 
in  each  oil  field.    The  referendum  of  May  1932  repealed  this  measure,  largely  as  a 
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result  of  energetic  opposition  by  the  independent  producers.  Xo  official  State 
proration  scheme  has  been  in  effect  since  that  date. 

Central  committee  of  California  oil  producers. — Beginning  in  1929,  California 
producers  began  to  cooperate  in  associations  designed  to  secure  voluntary  curtail- 
ment of  crude  oil  production.  After  several  changes  in  name  and  membership, 
the  Central  Committee  of  California  Oil  Producers  was  formed  in  1933.  This 
committee,  the  present  regulating  body,  includes  all  major  corporations,  as  well 
as  most  of  the  so-called  independents.  It  has  been  estimated  that  the  committee 
represents  about  90  percent  of  the  crude  oil  production  of  the  State  (Watkins, 
M.  W.,  Oil:  Stabilization  or  Conservation?,  Harper  Bros.,  1937,  p.  233).  Pro- 
ration agreements  are  established  by  the  committee  and  administered  by  an 
oil  umpire  whose  headquarters  are  in  Los  Angeles. 

An  outstanding  principle  of  the  committee  has  been  to  limit  the  production  of 
new  or  flush  fields,  irrespective  of  advancing  potential,  until  either  a  general 
increase  in  the  demand  for  oil,  or  decreased  production  from  existing  fields  makes 
necessary  an  increased  allotment  to  said  new  or  flush  fields  (ibid.  p.  236). 

Federal  Lairs. — Federal  laws  have  been  of  relatively  little  significance  in  regu- 
lating oil  and  gas  in  California.  Several,  however,  are  or  have  been  of  sufficient 
importance  to  warrant  brief  consideration. 

(1)  National  Industrial  Recovery  Act. — The  National  Industrial  Recovery  Act 
Petroleum  Code  required  regulation  of  production  about  like  that  already  instituted 
by  the  Central  Committee  of  California  Oil  Producers.  Accordingly,  in  September 
1933,  the  compilation  of  quotas  for  the  production  of  crude  oil  allocated  to  the 
State  under  article  III  of  the  Code  was  made  the  responsibility  of  the  committee 
(ibid.,  p.  235).  The  umpire  was  authorized  to  distribute  quotas  and  adjust 
disputes. 

Several  marketing  agreements — The  Pacific  Coast  Cartel  the  Pacific  Coast 
Petroleum  Agency,  and  a  refiners'  agreement — also  were  approved  and  set  in 
operation  with  the  approval  of  the  Petroleum  Administration  (Ibid.,  pp.  237-246). 
Death  of  the  National  Industrial  Recovery  Act  in  1935  ended  all  these  activities. 

(2)  Connally  Act. — Shipment  in  interstate  commerce  of  oil  produced  in  excess 
of  the  State  quota — so-called  "hot  oil" — is  prohibited  by  the  Connally  Act. 
California  has  no  official  quota.  The  Connally  Act,  therefore,  has  no  effect  in 
this  State. 

(3)  Bureau  of  Mines. — Since  1935  the  Bureau  of  Mines  has  issued  monthly 
estimates  of  demand  for  the  oil  produced  by  each  State.  This  estimate  has  no 
legal  significance,  but  it  is  designed  to  serve  as  a  basis  for  State  and  other  pro- 
ration measures. 

(4)  Federal  reserves  and  leases. — California  has  two  naval  oil  reserves — No.  1  at 
Elk  Hills,  and  No.  2  at  Buena  Vista  Hills.  Certain  other  jjublic  land  in  the  State 
also  has  known  oil  resources.  Prospecting  permits  for  periods  not  exceeding  2 
years  are  issued  by  the  Secretary'  of  the  Interior.  In  1935  an  act  was  passed 
making  it  mandatory  that  leases  on  Federal  land  be  operated  in  a  cooperative  or 
unit  plan. 

Interstate  Oil  Compact  Commission. — Following  the  demise  of  National  Indus- 
trial Recovery  Administration  control,  six  States — Texas,  Oklahoma,  Kansas, 
New  Mexico,  Colorado,  and  Illinois — formed  an  Interstate  Oil  Compact  Com- 
mission to  continue,  on  a  cooperative  basis,  the  principle  of  proration.  California 
is  not  a  member  of  this  group.  Their  recommendations,  therefore,  have  no  direct 
influence  on  this  State. 

EFFECTIVENESS    OF    REGULATION 

The  effectiveness  of  oil  and  gas  regulation  may  be  judged  by  three  factors: 
(1)  Amount  of  needless  waste;  (2)  characteristics  of  the  market-production  ratio; 
and  (3)  simplicity  of  the  enforcing  machinery. 

Oil  regulation. — Except  for  a  brief  period  under  the  National  Industrial  Re- 
covery Administration,  the  proration  of  oil  in  California  has  been  on  a  voluntary 
basis.  Regulation  has  been  conducted  with  a  minimum  of  politics,  complication, 
legislation,  court  action,  and  expense.  Two  significant  quotations  indicate  that 
this  system  has  functioned  in  a  fairly  satisfactory  manner: 

Q)  ((Mt  :if  ^  California  fields  had  been  under  a  generally  effective  and  com- 
paratively severe  restriction  almost  continuously  from  1930,  by  means  of  volun- 
tary proration  *  *  *  The  severity  of  the  restriction  accomplished  in 
California  under  the  foregoing  procedure  (National  Industrial  Recovery  Admin- 
istration) *  *  *  represented  no  additional  self  denial  to  California  producers. 
They  simply  continued  under  the  code  the  restrictions  which  they  previously  had 
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upon  themselves  in  their  own  interest  *  *  *"  (Waikins,  M.  W., 
Op.  at.,  pp.  110  and  236). 

(2)  "Voluntary  curtailment  of  oil  production  has  been  successful  *  *  *^ 
Compliance  with  quota  assignments  based  upon  determined  percentages  of 
maximum  potentials  have  been  generally  adhered  to  with  the  occasional  exception 
of  small  independent  producers  in  the  so-called  town-lot  fields."  (Claude  C. 
Brown,  California  Railroad  Commission,  in  a  letter  dated  August  16,  1938.) 

From  a  peak  of  nearlv  300,000,000  barrels  in  1929,  production  in  California 
was  cut  to  172,000,000  in  1933  (Minerals  Yearbook,  1937,  p.  1008).  By  1937 
production  had  increased  to  239,000,000  barrels,  but  net  withdraw^als  from  stor- 
age during  that  year  were  some  3,800,000  barrels.  (Oil  Producers  Agency  of 
California,  cjuoted  on  p.  18  of  the  California  Conservationist,  August  1938.) 

Clearl,v  oil-production  control  has  been  effective  not  only  in  preventing  an 
actual  increase  such  as  might  have  seemed  warranted  by  the  record-breaking 
national  demand  in  1936  but  also  in  keeping  relative  production  far  below  the 
1929  level.  This  fact  is  illustrated  by  the  following  table,  copied  from  page  1006 
of  the  Minerals  Yearbook,  1937: 


Percentage  of 

crude 

oil  produced  by  principal  States 

State 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

Texas 

29.5 
29.0 
25.3 

32.4 
25.3 
24.1 

22^2 
21.2 

39.8 
22.7 
19.5 

44.5 
19.0 
20.1 

42.0 
19.2 
19.9 

39.4 
20.9 
18.6 

38  9 

19.6 

Oklahoma 

18.8 

83.8 

81.8 

82.5 

82.0 

83.6 

81.1 

78.9 

77.3 

4.3 
2.0 
.2 
.4 
1.2 
2.5 
5.6 

4.7 
2.6 
1.1 
.4 

5.8 

4.4 
2.6 
1.8 
.4 
1.4 
1.7 
5.2 

4.4 
2.8 
1.6 
.9 
1.6 
1.5 
0.2 

4.6 
2.8 
1.6 
.9 
1.4 
1.3 
3.8 

5.1 
3.6 
1.9 
1.2 
1.6 
1.1 
4.4 

5.5 
5.0 
2.1 
1.5 
1.6 
1.1 
4.3 

6.3 

Louisiana.-- 

New  Mexico-- ,. 

7.3 
2.5 

1.1 

Pennsylvania 

1.6 

Arkansas _.=  .. 

All  other 

.9 
4.1 

Total  United  States    .      . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Gas  regulation. — Since  1929  the  enforcement  of  laws  prohibiting  the  waste  of 
natural  gas  has  been  quite  successful.  The  quantity  of  gas  blown  into  the  air 
has  been  reduced  from  a  maximum  of  248,000,000,000  cubic  feet  in  1929,  to  an 
average  of  some  20,000,000,000  cubic  feet  during  recent  years.  In  fuel  value  this 
current  wastage  is  roughly  equivalent  to  3,200,000  barrels  of  oil  or  800,000  tons 
of  coal.  Any  waste  is  regrettable,  but  because  oil  and  gas  are  produced  together 
in  California  some  actual  waste  seems  unavoidable.  It  is  probable,  however,  that 
intensive  repressuring  could  still  further  limit  the  amount  of  gas  now  being 
irretrievably  lost. 

Seasonal  regulation  of  gas  production  is  a  significant  but  little-known  feature 
in  California.  Producers  permit  their  wells  to  .yield  more  gas  during  the  winter 
when,  because  much  gas  is  used  for  heating  purposes,  the  demand  is  up;  during 
the  slack  summer  season,  gas  production  is  curtailed  (Claude  C.  Brown,  letter 
dated  August  16,  1938). 

Field  operation. — Except  for  gas  wastage,  laws  governing  the  drilling,  operation, 
and  management  of  wells  appear  to  be  adequately  phrased  and  reasonably  en- 
forced. There  is  little  evidence  that  oil  is  needlessly  lost  or  wasted  due  to 
technical  inefficiency. 

The  new  Wilmington  field  illustrates  the  effect  of  mandatory  spacing  of  weUs, 
but  more  wells  still  are  drilled  than  are  really  necessary.  Unit  operation  of  oil 
fields — permitted  under  certain  conditions  by  State  law — has  not  been  tried  out 
except  in  Kettleman  Hills  North  Dome  and  in  Coalinga.  Both  of  these  areas, 
however,  are  in  part  Federal  leases  where  unit  operation  is  required. 


CONCLUSION 

California  has  a  substantial  record  of  accomplishment  in  the  field  of  oil  and 
gas  conservation.  It  is  important  that  this  good  work  continue,  and  that  it  be 
strengthened  and  improved  at  every  opportunity.  Only  by  constant  vigilance 
can  oil  fields  be  kept  active  for  a  maximum  period  of  time,  labor  get  steady  em- 
ployment, producers  enjoy  a  satisfactory  long-range  price  structure,  and  the  State 
have  both  a  sustained  income  and  a  dependable  fuel  supply. 
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This  brief  review  of  oil  and  gas  regulation  in  California  suggests  that  three 
factors  seem  to  merit  special  attention.     These  are: 

(1)  Further  reduction  of  gas  wastage. 

(2)  Maintenance  of  a  reasonable  oil-production-deniand  ratio. 

(3)  Unit  operation  of  oil  and  gas  fields. 

Mr.  Cole.  I  understand  you  to  say  that  the  board  prepared  this 
report  at  the  request  of  the  National  Resources  Committee? 

Mr.  Morton.  That  is  my  miderstanding.  It  was  not  prepared 
with  regard  to  any  pendbig  or  proposed  legishition  in  this  State. 
The  names  may  be  familiar  to  some  of  you.  I  state  to  you  tiiey  are 
all  known  in  this  State  and  three  of  them  were  State  officers  at  that 
time. 

Mr.  Cole.  It  may  go  itito  the  record  at  this  point.  I  want  to  keep 
it  up  here  with  the  committee  for  the  time  being. 

Mr.  AloRTOx.  You  may  keep  that.     The  secretary  has  a  copy. 

Mr.  Cole.  Mr.  Pearson. 

Mr.  Pearsox.  Right  in  that  connection  may  I  ask  you,  is  it  youi 
opinion  that  those  three  recommendations  can  be  met  under  a  volun- 
tary set-up  rather  than  mandatory  legislation? 

Mr.  Morton.  Yes;  and  they  are  being  met,  and  the  very  chart  I 
first  gave  you  shows  how  we  are  meeting  them  since  the  date  of  that 
report  under  figures  and  facts  which  you  have  before  this  hearing 
concludes  will  show  other  matters  in  tliat  regard.  They  most  de- 
cidedly will,  and  that  is  in  fact  the  whole  point  of  my  talk  to  you 
gentlemen  here. 

Gentlemen,  3'ou  cannot  out-coTiserve  me.  I  nm  as  much  for  con- 
servation as  you  are. 

Mr.  Cole.  What  page  did  you  read  from? 

Mr.  Morton.  I  read  from  page  22,  I  believe  it  is.  There  is  a  circle 
around  it,  Mr.  Cole. 

People  may  differ  on  methods  of  conservation,  or  even  on  the  amount 
of  conservation,  but  I  do  not  want  you  to  be  under  the  impression  that 
the  oil  industiy  of  California  favors  or  is  engaged  m  any  campaign  for 
disregarding  our  natural  resources  of  oil  and  gas. 

Gentlemen,  the  State  of  California,  tlie  Governor  told  you,  is 
opposed  to  control  apparently  by  the  State,  and  he  feels  that  for  the 
same  reason  the  people  of  the  State  of  California  are  opposed  to 
Federal  control.  My  conclusion  whiph  I  will  cite  in  support  of  my 
next  discussion,  I  might  state  this  way:  That  is,  that  tjie  California  oil 
industry  is  opposed  to  the  control  of  that  industry  by  a  poJitical  com- 
mission or  an  individual  commissioner  or  a  group  of  commissioners. 
I  think  this  position  is  with  good  reason.  wSome  people,  I  believe, 
and  I  hope  that  they  are  still  of  a  small  minority  in  this  country,  favor 
the  control  of  industry  by  a  commission  wherever  it  is  possible.  There 
are  others,  and  I  believe  that  they  are  by  far  the  majority  of  those 
in  the  State  of  California,  who  do  not  w^ant  politics  or  Government  in 
business,  unless  the  public  welfare  requires  it. 

Gentlemen,  with  all  due  respect  to  our  Governor,  who  is  a  good 
personal  friend  of  mine,  I  think  he  is  of  that  minority  who  favors 
control  of  industry  by  government,  believing  always  that  will  be  for 
the  best  interests  of  the  people — a  conclusion  to  which  he  is  entitled. 
But  the  other  conclusion  to  which  some  of  us  feel  that  we  are  entitled, 
is  that  you  must  put  the  necessity  first  and  not  interfere  with  business 
through  either  the  Government  or  politics,  unless  the  necessity  or 
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public  welfare  requires  it.  We  do  not  want  political  commissars  in 
this  country;  you  have  them  in  Russia  and  you  have  them  in  Ger- 
many. More  commissions,  more  commissars,  until  you  have  a  situa- 
tion closely  resembling  nazi-ism  or  communism — and  I  do  not  person- 
ally distinguish  between  the  two. 

As  I  read  this  bill,  Mr.  Chairman  and  gentlemen,  it  would  place  the 
industry  of  this  Nation  in  its  present  form  at  least,  under  one  man,  a 
man  appointed  by  the  President  without  even  confirmation  by  the 
Senate,  which  is  required  of  most  presidential  appointees.  The 
power  given  to  this  one  man,  or  this  commissar,  if  you  please,  is  very 
great,  or  so  it  appeals  to  me  as  a  lawyer.  You  gentlemen  are  un- 
doubtedly more  familiar  with  the  bill  than  I  am,  although  I  must 
confess  that  I  have  read  it  over  a  number  of  times.  And  before  I 
finish  my  few  words  of  discussion  I  would  like  to  call  attention  to  at 
least  one  matter  which  hit  me  like  a  thunderbolt  as  I  read  it.  Under 
this  bill  the  commissioner  is  given  power  to  determine  whether  the 
amount  of  oil  produced  from  any  field  is  in  the  proper  ratio  to  the 
estimated  reserves  in  that  field.  Now,  gentlemen,  in  other  words^ 
failure  of  a  field  to  comply  with  all  of  that  particular  subdivision  is 
prima  facie  evidence  of  waste,  after  one  year's  time.  The  commis- 
sioner could  say  a  particular  field  is  producing  more  oil  in  ratio  to  its 
estimated  reserves  than  it  should,  and  say  that  that  field  shall  produce 
less  oil  and  hence — hence  whatever  market  may  be  available  would 
of  necessity  be  transferred  to  other  fields. 

Mr.  Cole.  ^Vllich  part  of  the  bill  are  you  reading  from? 

Mr.  Morton.  I  am  reading,  Mr.  Cole — I  think  you  have  the  same 
form — the  page  I  have  is  page  7,  and  the  matters  to  which  I  am 
referring,  if  I  may  get  my  copy  of  the  bill  which  is  here,  I  will  refer 
to  it  exactly. 

On  page  7  of  the  bill,  subdivision  (c)  of  section  5  says,  among 
other  things: 

The  commissioner  shall  consider  for  each  field  as  a  whole  and  the  several  parts 
thereof  the  ratio  of  production  of  crude  oil  to  estimated  reserve. 

And  then  I  might  follow  the  bill  through  a  little  further  by  referring 
you  to  section  3,  and  then  I  may  further  follow  it  through  to  section 
9,  which  reads  [reading] : 

PROHIBITED    PRACTICES 

Sec.  9.  It  shall  be  unlawful  for  any  person,  during  the  effective  period  of  any 
applicable  regulation  promulgated  under  the  authority  of  section  6,  section  7,  or 
section  8  of  this  act,  to  employ  any  method  or  practice  designated  and  defined  in 
such  regulation  as  wasteful. 

In  that  bill  as  it  is  now,  if  I  can  read  the  English  language  at  all, 
the  commissioner  will  create  a  new  set  of  crimes  over  night,  carrying 
with  it  its  punishment,  not  only  a  fine  but  imprisonment  for  2  years, 
by  virtue  of  the  simple  provisions  here  found  in  the  bill,  and  especially 
in  the  paragraph  referred  to;  and  that,  gentlemen,  without  any  hear- 
ing. And  do  not  think,  gentlemen,  that  I  am  being  fantastic  when 
I  imply  that  a  Federal  agency  would  do  such  a  thing.  Here  in  Cali- 
fornia it  has  happened;  we  have  had  that  experience  here  with  the 
Federal  control,  and  such  things  have  and  do  happen.  And  that  is 
the  reason  I  fought  the  Atkinson  bill  and  the  reason  that  I  am 
against  your  bill. 
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Gentlemen,  in  the  fight  on  the  recent  Atkinson  bill  attempts  were 
made  to  obtain  support  of  oil  operators  for  the  bill  and  in  some  instances 
such  attempts  were  successful  by  urging  that  unless  the  Atkinson  bill 
became  a  law  in  California  we  would  have  a  Federal  bill  and  Federal  con- 
trol. The  bugaboo  of  Federal  control  was  the  dire  threat  used  to  attempt 
to  scare  independent  producers  in  California.  By  many  this  has  been 
and  is  considered  the  direst  of  all  results — the  acme  of  unfortunate 
happenings — to  have  Federal  control. 

Now,  gentlemen,  that  may  sound  silly  to  you,  and  you  may  be 
wondering  why  the  threat  of  Federal  control  w^ould  strike  stark-naked 
terror  to  people  in  the  oil  business.  It  is  because  we  had  it  in  the 
N.  R.  A.,  and  we  saw  how  it  worked. 

"With  your  permission  I  will  give  you  just  a  couple  of  examples: 
Under  the  N.  R.  A.  w^e  had  the  Petroleum  Administration  Board,  as 
I  am  sure  you  all  know.  This  board  to  a  considerable  extent  was 
composed  of  what  I  might  term  bright  young  men— although  I  mean 
no  disrespect  to  them,  but  they  were  inexperienced  in  the  oil  industry, 
as  I  understand  it,  and  the  regulations  here  in  California  were  issued 
for  the  production  of  the  wells  for  the  various  fields  based  on  potential 
production  of  the  wells. 

In  this  vicinity,  and  in  the  Los  Angeles  Basin,  and  within  an  hour's 
drive  of  where  we  all  are,  there  are  three  fields,  wdiich  I  will  take  for 
example:  the  Dominguez  field,  the  Seal  Beach  field,  and  the  Hunt- 
ington Beach  field.  Dominguez  and  all  of  these  fields  are  within  15 
miles'  drive  of  one  another  and  all  produce  substantially  the  same 
product.  Dominguez  and  Seal  Beach  were  owned  practically  entirely 
by  what  we  call  or  term  the  major  companies.  Huntington  Beach 
was  largely  operated  by  small,  independent  producers.  Beheve  it  or 
not,  gentlemen,  wells  of  a  given  potential  in  Dominguez  and  Seal 
Beach  were  given  one  allowable,  and  wells  in  Huntington  Beach  were 
given  a  lesser  allowable. 

Clients  of  mine  and  friends  of  mine  in  some  instances  resisted  such 
an  order.  Under  the  N.  R.  A.,  gentlemen,  you  had  free  access  to  the 
courts  for  relief.  Suit  w^as  brought  here  to  compel  compliance,  and 
those  suits  are  in  detail — in  the  records  in  our  Federal  court  here. 

So  great  was  the  discrimination  shown  that  the  Government's 
counsel  did  not  bring  the  matter  on  for  hearing  but  it  was  continued 
from  time  to  time  and  with  the  death  of  the  N.  I.  R.  A.  the  lawsuit 
died. 

Mr.  Cole.  Was  it  politics? 

Mr.  Morton.  I  do  not  know.  Recently  in  talking  with  oil  men 
in  reference  to  the  N.  I.  R.  A.,  they  brought  to  my  attention  the  fact 
that  members  of  the  administrative  board  here  in  California  seemed 
to  favor  the  San  Joaquin  area  where  major  interests  operated.  Why 
it  happened,  I  do  not  know. 

Sometime  ago  we  had  before  your  committee  or  when  you  were 
here  some  years  ago,  I  believe,  we  had  a  large  independent  producer 
and  refiner,  that  is  to  say,  he  was  a  production  running  something 
like  several  hundred  thousand  gallons  of  gasoline  each  month,  but 
he  refines  it  in  his  own  plant,  it  is  not  processed  by  another;  he  is  an 
independent.  They  wanted  to  produce  their  own  oil  for  their  own 
market,  but  they  got  into  difficulties  with  the  representatives  of  the 
administrative  board  here,  and  the  young  man  in  charge  of  things 
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for  the  board  cut  the  allowable  for  a  particular  month  to  zero.  Yes, 
gentlemen,  to  zero.  With  its  own  market  of  several  hundred  thou- 
sands of  gallons  of  gasoline  to  be  met.  Obviously,  such  an  order  was 
disregarded  on  the  advice  of  its  counsel.  Relief  was  sought  at  the 
hands  of  the  court,  and  they  went  on  their  way,  because  in  due 
time  the  N.  I.  R.  A.  died. 

Mr.  WoLVERTON.  May  I  ask  right  there  who  made  that  order? 
Mr.  Morton.  The  young  man's  name,  I  believe,  was  Eaton. 
I  believe  that  Eaton  was  the  man's  name,  he  was  a  young  man  of 
some  twenty  odd  years,  and  I  believe  since  that  time — or  short  time 
ater  he  went  to  New  York,  that  is  the  information  I  have,  and  is  in 
New  York  at  the  present  time  with  the  Shell  Oil  Co. 

Gentlemen,  there  are  two  very  common  characteristics  of  all  of 
these  new  oil  control  bills,  yours  here,  gentlemen,  and  the  Atkinson 
bill  also.     First,  you  always  work  out  a  new  definition  of  the  common 
word  "waste."     Even  though  waste,  as  we  ordinarily  understand  it 
does  not  exist,  and  even  though  there  is  no  actual  waste  of  a  com- 
modity in  the  strict  sense  of  the  word.     And,  second,  you  always 
endeavor  to  place  restraint  upon  someone  who   is  injured  or  has 
reason  to  think  that  he  is  injured,  to  prevent  free  access  to  the  courts. 
I  point  out  a  fresh  definition  of  the  word  "waste"  in  this  bill.     Some 
men  might  think  that  was  the  proper  ratio  of  production  to  reserves, 
and  certainly  reserves,  as  you  gentlemen  know,  is  one  of  the  most 
encouraging  things  that  we  have.     In  this  Atkinson  bill  that  you 
have  heard  so  much  about,  waste  was  given  a  new  meaning.     Waste, 
in  addition  to  its  ordinary  meaning,  included  the  production  of  crude 
petroleum  in  this  vState  in  excess  of  the  reasonable  market  demand 
for  such  crude  petroleum  as  determined  by   the  Commission.     In 
other   words,    irrespective    of   any    thought   of   underground   waste, 
injury  to  the  reservoir,  surface  waste,  or  loss  of  production,  increase 
of  production  to  more  than  the  Commissioner  shall  say  is  the  market 
demand.     All  of  those  things  would  be  waste  under  that  Act      I  do 
not  know  why  under  the  name  of  conservation  we  have  to  have  new 
meanings  given  to  words.     And  I  do  not  know  why  they  always 
seek  to  restrain  the  rights  of  business  men  to  have  redress  from  their 
grievances.     Sometimes,  gentlemen,  under  the  laws  and  ordinances, 
we  have  very  just  grievances.     I  have  heretofore  referred  to  the  fact 
that  Mr.  Ickes  testified  before  that  we  defeated  the  conservation  law, 
and  I  want  to  repeat  at  this  point  that  I  feel  that  I  took  no  part  in 
defeating  a  conservation  statute.     I  do  feel  that  I  helped  to  defeat 
a  control  bill  which  would  have  set  up  a  board  of  three  commissioners 
in  this  State.     These  commissioners,  who,  under  their  act,  were  giv^en 
power,  or  such  that  adequate  relief  would  not  be  available  in  the 
courts,  and  the  right  to  resort  to  the  courts  was  severely  restricted. 
WTien  the  Atkinson  bill  was  adopted  by  the  legislature,  many  people, 
thinking  that  they  knew  wheieof  they  spoke,  includmg  some  of  the 
alleged  financial  experts  writing  for  some  of  our  local  papers,  came  out 
with  prophecies,  "Now  you  will  see  these  independents  open  up  wide 
because  in  90  days  that  law  goes  into  effect  and  the}'  will  have  to  go 
wild  in  the  aext  90  days."     And  nothing  like  that  happened.     As  a 
matter  of  fact,  the  story  vvall  show  that  our  conservation  program  was 
contmuous  and  continued  to  improve  durhig  that  90  days,  during  the 
entire  battle  on  the  referend'am. 
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I  can  say  that  many  of  us  felt  quite  confident  as  to  tne  defeat  of  the 
bill,  but  irrespective  of  that,  I  saw  no  signs  among  those  with  whom  I 
associated,  of  any  desire  to  open  up  wide  iti  any  sense  of  retaliation  or 
otherwise. 

It  is  interesting  to  observe,  before  I  leave  the  subject  of  this  control 
bill,  tliat  in  the  oil  districts  in  this  State,  and  in  ever^  county  where 
there  is  oil  produced,  this  bill  was  literally  snowed  under,  and  in  the 
districts  where  there  were  oil  workers,  despite  the  fact  that  the  author 
of  this  bill  w  as  a  young  man  who  stated  it  was  a  C.  I.  O.  measure  and 
was  introduced  at  the  request  of  the  C.  I.  O.,  the  oil  workers  in  his 
district  and  in  other  districts  where  there  were  oil  w'orkers,  the  ratio 
ran  in  some  places  as  high  as  10  to  1  against  the  bill. 

I  call  attention  to  the  vote  in  oil  districts  because  I  believe  it  is 
proper  to  say  that  people  there,  and  only  a  small  percentage,  of  course, 
are  in  the  oil  business  actually,  and  are  in  o  better  position  to  under- 
stand the  situation.  The  bill  would  liave  been  defeated  by  a  much 
larger  majority  had  those  who  opposed  the  matter  had  the  necessary 
wherew^ithal  to  give  the  people  of  this  State  the  entire  and  true 
picture. 

I  would  crave  your  indulgence,  Mr.  Chaiiman,  for  just  one  moment 
for  what  I  might  call  a  brief  refutation  to  the  Governor's  statement  of 
the  vote  being  on  a  miscompi'ehension  of  the  facts.  I  think  that  every 
attempt  w\^s  made  by  the  proponents  of  the  bill  to  misrepresent  the 
facts  of  the  situation.  This  State  of  ours  w^as  plastered  w^th  bill- 
boards from  Mexico  to  Oregon  with  misleading  signs  such  as  the  one 
I  show  you  here,  which  is  a  photostatic  copy  of  a  sign:  "Independent 
oil  men  pay  for  cheap  gasoline.  Vote  yes  on  5;"  and  also  a  compara- 
ble number  wdth  this:  "U.  S.  Navy  for  National  defense.  Vote  yes 
on  5." 

Mr.  Cole.  What  authority  w^as  there  for  that? 

Mr.  Morton.  I  was  going  to  say  that  we  were  advised  by  the  gen- 
tleman in  charge  of  personnel  of  the  Navy  Department — and  I  will 
file  that  telegram — that  this  use  in  that  instance  w^as  unauthorized. 

The  following  is  the  telegram  referred  to  which  is  offered  as  part  of 
the  record: 

C.  G.  Willis, 

1136  Subway  Terminal  Building,  417  South  Hill  Street. 
Reference  your  telegram  to  Secretary  of  Navy  advertising  done  without  sanc- 
tion and  cooperation  of  Xavy  Department.  Policy  prohibits  official  approval 
either  side  in  any  political  issue.  Advertising  feature  naval  personnel  or 
material  must  be  referred  to  Department  for  approval  otherwise  it  is  illegal. 
No  reference  made  to  Department  or  other  naval  representatives  in  this  case. 

L.    P.    LOCVETTE, 

Commander,  United  States  Nav7j  Public  Relations  Officer. 

Let  me  go  further  on  this 

Mr.  Cole.  Well,  let  me  interrupt  you  to  get  this  point  straightened 
out. 

Mr.  Morton.  Yes. 

Mr.  Cole.  You  are  not  finding  fault  as  to  the  correctness  of  the 
statement  but  to  an  authorization  to  distribute  that  sort  of  thing? 

Mr.  Morton.  That  is  riglit.  Yes,  the  Navy  had  representatives 
here  for  the  bill  from  the  very  beginning. 
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There  is  one  other  sign  that  will  be  probably  of  great  interest, 
gentlemen,  and  this  one  says  [reading]: 

For  national  defense.  Standard  Oil.  Snaash  international  monopoly.  Vote 
yes  on  proposition  No.  5. 

Gentlemen,  that  sign,  I  believe,  I  could  prove  was  paid  for  bv  the 
Standard  Oil  Co. 

As  an  example  of  the  rest  of  the  false  propaganda  that  had  to  be 
overcome,  a  series  of  short  motion  pictures  were  shown  in  a  part  of  the 
State  wdiere  the  vote  was  close,  and  it  showed  a  fleet  of  battleships  at 
anchorage  and  a  picture  of  an  oil  well  breaking  loose  and  flowing 
wild  taken  many  years  ago,  carrying  the  thought  to  the  uninitiated 
that  we  must  stop  that  waste  to  give  the  fuel  to  the  Navy.  Perhaps 
it  is  legitimate  propaganda,  but  there  it  is. 

Now,  I  know  you  gentlemen  do  not  want  much  time  spent  on  this 
particidar  matter,  but  may  I  ask  yoin^  permission  to  supplement  the 
statement  which  appears  at  page  515  of  the  record  of  your  hearing 
of  last  November  10  when  IVlr.  Ickes  was  before  you.  I  assure  you 
that  the  statement  that  was  made  there  by  him  was  not  intended  to  be 
incomplete  or  inaccurate,  but  on  the  basis  of  information  which  he 
had  when  he  made  that  statement,  and  it  carries  with  it  an  erroneous 
impression  and  gives  an  erroneous  state  of  facts,  and  I  am  sure  that 
he  and  your  committee  would  be  glad  to  have  that  supplemented. 

Mr.  Ickes  said: 

I  regret  that  I  could  not  be  here  earlier,  but  I  have  just  returned  to  Washington 
from  California.  While  there  I  joined  Governor  Olson  in  a  radio  broadcast  in 
which  I  expressed  my  idea  of  the  Federal  interest  in  the  Atkinson  Oil  Bill,  which 
\va,s  before  the  people  of  California  on  referendum  last  Tuesday.  This  bill  had 
the  support  of  President  Roosevelt — 

and  so  forth, 

but  it  was  defeated. 

Now  this  is  the  part  to  which  I  refer: 

Reports  filed  with  the  California  Secretary  of  State  on  October  30,  1939,  show 
that  .$230,385.66  had  been  expended  up  to  that  date  by  those  against  the  measure, 
and  $156,740.08  by  those  who  favored  it. 

The  true  fact  that  the  record  sliows  that  the  final  date  for  filing 
the  reports  of  these  expenditures  was  the  next  day,  October  31,  and 
hence  the  erroi",  because  on  October  31,  1  day  after  the  Secretary 
referred  to,  the  record  shows  that  the  amount  expended  by  the  pro- 
ponents of  the  bill  was  $218,174.87,  the  reason  being  that  their 
report  for  the  southern  part  of  California  reached  the  Secretary  of 
State's  office  on  the  31st  rather  than  on  the  30th.  Under  our  elec- 
tion laws,  30  days  after  the  referendum  action,  a  special  report  is 
required  to  be  made  by  both  proponent  and  opponent. 

Mr.  Cole.  It  is  entirely  proper  to  correct  the  figures,  are  you 
correcting  the  item  of  $156,740.00  to  bring  it  up  to  date? 

Mr.  Morton.  $218,174.87,  but  you  have  to  change  the  date  to 
get  that. 

Mr.  Cole.  $218,174.87? 

Mr.  Morton.  Yes;  that  is  right. 

Mr.  Cole.  How  about  changing  the  item  of  $230,000.00? 
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Air.  Morton.  No;  the  opponents  had  filed  their  full  report  on  that 
date. 

Mr.  Cole.  Suppose  you  bring  it  up  to  date. 
Mr.  Morton.  I  am  just  about  to  do  that,  sir. 
Mr.  Cole.  All  right. 

Mr.  Morton.  Thirty  days  after  the  election,  the  law  is  very 
mandatory  that  the  final  report  must  be  made.  The  opponents 
filed  their  figures  and  the  figures  was  $392,454.03,  and  that  includes, 
gentlemen,  some  $53,000,  the  cost  of  securing  the  signatures  on  and 
qualifying  the  referendum,  as  distinguished  from  the  election  cam- 
paign. And  they  have,  the  proponents  of  this  bill,  those  in  charge 
of  it,  made  a  flagrant  violation  of  the  purity  of  our  election  laws, 
in  that  they  did  not  file  a  complete  final  list  of  expenditures.  They 
filed  a  return  for  their  northern  connnittee,  but  there  were  two  such 
committees,  a  northern  committee  and  a  southern  committee,  and 
they  filed  the  total  of  the  northern  committee  of  $215,853.17.  That 
is  just  the  northern  committee.  Their  southern  committee  did  not 
make  any  return,  and  up  to  yesterday  had  not  made  one,  although 
the  time  has  long  since  gone  by.  but  if  you  add  the  total  northern 
figure  of  $215,000  to  the  first  southern  figure,  which  was  filed,  and 
that  October  30  figure  of  the  Secretary  was  the  southern  figure,  you 
will  find  some  $385,000,  I  believe — I  haven't  made  the  addition. 
But,  gentlemen,  before  passing  on  this  subject,  I  think  you  should 
know,  and  I  think  everyone  in  this  room  shoidd  know,  if  they  do 
not  already  know  it,  that  with  respect  to  the  source  of  the  contribu- 
tions to  this  "Yes"  campaign — our  law  is  very  precise  on  that,  that 
all  contributions  over  $25  must  be  listed — every  dollar  of  contribu- 
tion reported  by  both  the  northern  committee  and  the  southern  com- 
mittee to  the  ''Yes"  campaign  is  shown  as  having  been  made  by  one 
single  individual  person,  who  is  an  attorney  for  an  affiliate  of  the 
Standard  Oil  Co.  That  one  man  is  listed  in  the  Secretary  of  State's 
office  as  having  contributed  $385,000  to  this  "Yes"  campaign.  There 
is  not  a  report  of  a  single  penny  contributed  by  anyone  else. 

Gentlemen,  I  think  it  safe  to  say  that  an  attorney  did  not  indi- 
vidually supply  that  large  sum  of  money,  but  it  is  a  fact  that  you 
should  have,  and  I  believe  that  this  unreported  cost  in  southern 
California,  which  has  never  been  reported,  based  on  the  day-after- 
day  full-page  ads  in  all  our  metropolitan  papers,  and  the  billboards 
that  were  in  every  direction  you  glanced  in  southern  California, 
must  have  run  at  least  another  quarter  of  a  million  dollars. 

I  think  that  may  be  something  to  which  the  Governor  referred 
when  he  said  that  he  thought  many  people  voted  against  this  bill 
because  they  thought  the  Standard  Oil  Co.  was  for  it.  Obviouslj^, 
many  of  these  facts  could  not  be  disseminated  to  the  people  of  the 
State  because  they  didn't  all  come  to  light  until  after  the  election. 
So  much  for  that.  I  do  not  think  there  is  much  occasion  to  spend 
any  more  time  on  it.  It  is  an  interesting  side  light  only  as  we  go 
along. 

Now,  gentlemen,  I  would  like  to  briefly  discuss  the  question  of  gas 
wastage  in  California,  and  I  will  make  my  discussion  brief  because 
I  am  sure  that  others  will  discuss  it,  and  I  do  not  want  to  tread 
upon  the  toes  of  others  who  have  prepared  statements.  But  much 
has  been  said  by  proponents  of  legislation  of  this  kind  with  reference 
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to  the  waste  of  natural  gas  in  California.  We  have  laws  and  suffi- 
cient laws  to  prevent  the  wastage  of  gas.  As  I  have  heretofore  stated, 
I  believe  in  some  instances,  due  to  politics,  that  law  has  not  been 
enforced  in  times  past.  I  will  elaborate  on  that  one  phase  of  it.  In 
recent  times,  particularly  in  the  last  year,  the  same  have  been  enforced, 
ancl  a  good  example  of  that  is  the  Montebello  deep  sand,  where  we 
have  an  oil  field  called  the  Montebello  oil  field,  and  that  has  had 
production  for  many  years.  Recently  there  was  a  deep  sand,  pro- 
ducing a  large  quantity  of  gas.  And  there  is  a  town-lot  area  with 
the  usual  town-lot  problem.  Rather  than  permit  waste  of  gas,  the 
director  of  natural  resources  of  California  very  properly  in  the  name 
of  the  State  of  California  brought  an  injunction  suit,  and  that  suit 
resulted  in  a  restraining  order  issued  by  the  Court  restricting  them 
to  what  the  court  deems  reasonable  under  the  circumstances,  and  the 
court  in  that  proceeding  has  designated  a  committee  of  very  reputable 
engineers  in  the  industry  to  make  recommendations  to  and  assist  him. 

I  say  if  these  laws  had  been  enforced  in  this  manner  as  they  should 
have  been  in  other  new  fields  in  the  past  seven  or  eight  years,  that  we 
would  have  had  greater  conservation  in  California,  and  I  feel  sure 
that  never  again  in  California  will  you  ever  have  a  field  that  is  not 
restrained  before  they  get  out  of  hand. 

However,  before  dropping  this  question  of  gas  wastage,  I  think  it 
only  fair  and  proper  in  view  of  the  criticisms  that  have  been  directed 
at  California,  to  call  the  committee's  attention  to  the  comparison 
which  was  prepared  by  the  director  of  natural  resources  of  California 
last  May  in  comparing  California  with  certain  other  States  on  this 
subject  of  gas  wastage. 

In  that  report  the  then  director  of  natural  resources  of  this  State 
said: 

Comparison  of  conditions  in  other  States  have  been  made.  Gas  wastage  in 
Texas  in  August  1938,  the  average  daily  blow  to  air  was  406,550  M  cubic  feet, 
over  six  times  the  quantity  blow  in  California  in  the  same  month.  In  addition 
to  that,  gas  consumed  by  manufacturing  carbon  black  amounted  to  764,988  M 
cubic  feet,  a  practice  which  is  wasteful  and  which  is  prohibited  in  seven  States. 
This  makes  a  total  gas  wastage  in  Texas  of  1,717,538  M  cubic  feet  per  day, 
19  times  the  quantity  wasted  in  California.  Texas  in  that  month  produced  only 
twice  as  much  oil  as  California. 

On  April  25,  1939,  the  dailv  gas  production  for  the  State  of  New  Mexico  was 
455,192,000;  blown  to  the  air  91,000,000,  a  gas  wastage  of  20  percent. 

A  comparison  of  1934,  an  N.  U.  A.  year,  with  1939  in  California, 
gentlemen,  would  show  a  gas-oil  ratio  for  the  entire  Sta,te  in  1939  of  at 
Teast  as  low  if  not  alower  figure  than  1934,  and  that  situation  is  con- 
tinuing to  improve. 

In  speaking  to  you  today,  gentlemen,  I  represent  also  the  California 
Stripper  Well  Association,  a  trade  association  comprising  over  300 
small-well  operators.  This  association  is  not  affihated  with  any  other 
association  in  California  nor  any  national  stripper-well  association.  Its 
only  interest  being  the  welfare  of  the  small-well  owners  of  California 
who  produce  in  excess  of  90,000  barrels  of  oil  a  day  from  the  10,000 
small  wells  in  this  State.  Undoubtedly  that  data  will  be  forthcoming 
on  the  subject  of  these  small  wells,  ancl  my  remarks  will  be  very  brief. 

With  respect  to  marginal  wells — and  some  people  probably  differ- 
entiate between  marginal  wells  and  stripper  wells— but  by  marginal 
wells  is  meant  wells  whose  amount  of  production  in  relation  to  the 
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cost  of  protliicino-  is  so  close  from  tlio  profit  standpoint  that  the  entire 
amount  of  potential  production  must  he  produced  to  make  it  pay  to 
continue  operations.  But  those  w(^lls  ai'e  exempt  from  curtailment. 
Small  wells  of  that  type  are  not  curtailed,  and  we  believe  that  is  true 
conservation. 

As  to  stripper  wells,  of  which  we  have  many — that  is,  wells  that  are 
producing  from  formations  where  we  have  water  encroachment — it 
is  necessary  to  operate  the  same  efficientlj^  and  continuously  to  obtain 
the  maximum  ultimate  production  from  these  wells.  But  there  has 
been  some  difference  of  opinion  between  engineers  as  to  whether  you 
can  curtail  such  wells  where  you  have  large  quantities  of  water.  I 
believe  that  is  the  minority  view.  M}^  observation  and  personal 
experience  have  been  that  wells  producing  a  large  quantity  of  water 
with  the  oil  cannot  be  shut  in  or  attempted  to  be  curtailed  without 
increasing  the  water  content  of  the  production  and  decreasing  the 
oil  content.  However,  we  who  have  that  type  of  well  realize  that 
under  our  present  democratic  system  that  problem  can  be  and  is  being 
worked  out.  True  conservation  requires  that  the  stripper  well  be 
produced  efficiently,  and  efficient  operations  require  continuous 
operation  to  keep  ahead  of  the  water. 

I  have  wells,  personally,  gentlemen,  that  produce  several  hundred 
barrels  of  water  and  40,  30,  or  50  barrels  of  oil.  You  simply  cannot 
tamper  with  that  type  of  w^ell  to  have  true  conservation.  Gentlemen, 
I  say  we  feel  that  problem  is  one  that  can  be  met  by  those  here  who 
understand  our  local  problems. 

Now,  gentlemen,  I  don't  want  to  consume  more  time  except  as 
you  may  want  to  interrogate  me.  I  do  not  want  to  attempt  to  cover 
the  entire  field  because  there  are  many  here  shoAving  their  interest 
by  attending  and  I  am  sure  will  show  it  by  appearing  before  you. 
Don't  misunderstand  me.  I  am  not  saying  to  you  gentlemen  Cali- 
fornia is  perfect  but  I  am  in  favor  of  a  comparison  of  California's 
conservation  with  any  other  State  that  has  oil  production. 

By  a  strange  coincidence  I  received  this  morning  in  the  mail  a 
magazine  I  think  called  the  Petroleum  World  that  comes  to  my 
office,  and  I  opened  it  and  there  is  quite  a  lengthy  article  California 
Stands  on  Its  Record,  It  discusses  this  situation,  gentlemen,  in 
great  detail  and  I  am  sure  eventually  you  will  have  access  to  it,  but 
rather  than  say  we  stand  on  our  record,  gentlemen,  I  say  to  you  we 
present  our  record  to  you.  Not  that  we  apologize  when  compared 
to  other  States,  but  with  assurance  I  say  we  are  not  going  to  stand 
on  that  record.  There  is  room  for  improvement.  Our  last  year  has 
seen  steps  forward,  and  I  believe  we  will  continue  to  go  forward. 

I  am  perfectly  willing  now  to  throw  myself  open  to  questions  any 
of  you  may  desire  to  ask.  with  this  statement,  however,  gentlemen,  I 
do  know  other  speakers,  particularly  wdth  respect  to  our  voluntary 
system,  those  who  actually  run  it,  are  here  and  it  would  be  only  fair 
to  you  and  to  them  that  the  details  of  that  be  given  to  you  by  them. 
Not  that  I  am  not  familiar  with  it  but  I  think  it  would  be  unfair  for 
me  to  cover  the  whole  field  rather  than  they. 

I  am  at  your  service. 

Mr.  Cole.  If  there  are  any  questions  you  prefer  some  other 
witness  to  answer  it  will  be  quite  all  right  for  you  to  so  state. 

Mr.  Morton.  My  reason  for  stating  that  is  I  think  it  is  unfair  to 
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have  a  man  prepared  to  answer  on  some  subject  and  then  have  some 
previous  speaker  unfortunately  cover  the  same  territory. 

Mr.  Cole.  I  might  ask  some  questions  other  than  those  touched 
upon  by  you  in  your  statement. 

Mr.  Morton.  I  will  step  aside,  in  fairness  to  them  on  the  subject, 
if  I  may. 

Mr.  Cole.  Mr.  Morton,  I  understood  you  to  say  that  they,  mean- 
ing the  group  opposed  to  the  recent  State  law  which  was  defeated, 
opposed  it  as  a  control  statute  and  not  a  conservation  statute,  and 
further  that  you  had  no  fault  to  find  whatever  with  the  section  of 
the  Atkinson  law  which  I  read,  section  1,  Are  we  to  understand 
from  that  that  if  you  could  draw  a  State  law,  conservation  statute, 
that  passage  of  such  a  law  in  this  State  as  proposed  would  not  be 
opposed  by  you  and  your  group?  I  don't  know  as  I  have  made  my- 
self entirely  clear:  Do  you  think  there  is  need  for  a  conservation 
statute  in  this  State  like  the  legislation  declared  for  in  the  passage  of 
the  Atkinson  law  to  be  necessary,  but  the  provisions  of  which  were 
objectionable  as  not  being  a  conservation  measure. 

Mr.  Morton.  Mr.  Chairman,  the  trouble  with  that  declaration  of 
policy  that  we  all  favor  is  that  the  elements  of  conservation  set  forth 
in  that  bill,  physical  waste,  eliminating  the  chance  of  fire,  underground 
waste,  and  so  forth,  are  already  covered  by  statute  in  this  State. 
But  to  make  the  whole  picture  sound  good  and  look  nice  you  will 
find  item  after  item,  and  I  think  there  are  11  items  of  waste  in  the 
Atkinson  bill,  but  when  you  get  to  the  point  the  bill  is  after  it  is  not 
the  items  of  waste  I  named  but  the  production  in  excess  of  what  the 
commissioners  would  say  we  should  produce  to  meet  the  demand. 
That  attempt  I  say  was  to  have  a  control  bill.  The  other  elements 
of  waste  are  covered  by  our  statute,  and  any  statute  directed  against 
preventing  waste  in  its  true  sense  I  would  favor. 

I  do  not  favor  a  control  bill  in  the  sense  of  setting  up  a  commission 
or  commissioners  that  will  allocate  to  you  and  to  me  how  much  we 
shall  produce.  It  is  far  better  that  be  done  by  men  from  the  industry 
such  as  we  have  here  and  which  you  will  hear  detailed,  which  is  the 
true  democratic  principle  where  everybody  can  see  whether  they  are 
getting  a  fair  deal.  You  are  going  to  be  surprised,  gentlemen,  when 
we  get  the  whole  set-up  before  you. 

Mr.  Cole.  Did  you  take  the  position  before  the  legislature  in 
opposition  to  any  measure? 

Mr.  Morton.  Any  further  measure.  I  took  the  position  before 
the  legislative  committee  that  we  didn't  need  the  new  features  of  the 
Atkinson  bill;  that  by  properly  enforcing  our  present  laws  with  our 
voluntary  system  of  conservation  that  is  sufficient  and  as  good  or 
better  tiian"^  any  other  State,  and  were  improving,  just  as  I  said 
before  to  you  gentlemen.  I  am  happy  to  say  during  the  last  7  or  8 
months  our  record  as  we  go  forward  is  bearing  out  my  assurances 
given  at  that  time. 

Mr.  Cole.  But  you  did  suggest  some  amendments? 

Mr.  Morton.  I  said:  Gentlemen  if  you  are  going  to  have  this  bill 
take  out  this  provision  and  that  provision,  and  I  did  put  in  a  provision, 
or  a  suggested  provision  to  protect  stripper  wells  which  went  in  but 
when  I  attempted  to  keep  to  the  people  who  might  be  injured  these 
discriminatory  rules  or  orders,  free  access  to  the  courts,  I  was  turned 
down. 
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Mr.  Cole.  If  the  amendments  you  suggested  to  the  conmiittee  of 
the  legislature  had  been  adopted — - — 

Mr.  Morton.  No;  that  would  not  have  made  it  a  good  bill,  simply 
a  bad  bill  would  have  been  better,  because  it  was  in  its  essence  a 
control  bill.  To  illustrate  that,  the  bill  as  originally  introduced  did 
not  provide  for  the  commissioners  to  be  appointed  by  the  Governor 
and  hold  office  at  his  pleasure.  The  bill  as  introduced  called  for  the 
appointment  of  three  commissioners  to  be  approved  by  the  State 
senate,  of  a  different  political  faith  at  the  present  time,  for  example, 
than  the  Governor.  That  bill  simply  died.  We  had  that  bill  killed 
good  and  dead  until  the  advocates  of  the  bill  were  willing  to  have  it 
changed,  and  it  was  changed  to  make  the  commissioners  three  mem- 
bers of  the  Governor's  official  family,  holding  office  at  his  will.  With- 
out discussing  our  Governor,  and  I  do  not  mean  to  imply  anything 
with  respect  to  him,  we  believe  by  setting  up  a  political  dynasty 
would  be  even  worse  than  the  original  bill  as  introduced.  The 
Governor  told  me  frankly  as  I  think  he  did  several  others,  that  he 
could  not  go  for  the  bill  as  originally  set  up  calling  for  confirmation  by 
the  Senate.  He  also  stated  that  declaration  of  policy  there,  as  you 
gathered  from  his  remarks,  starts  the  oil  industry  toward  being  a 
public  utility,  which  of  course  is  still  another  question.  I  do  not 
believe,  Mr.  Chairman — I  think  I  can  answer  your  views  there — I 
don't  believe,  and  I  hope  you  gentlemen  will  be  convinced  wdien  you 
leave,  that  California  needs  an  oil -control  bill,  and  I  ask  you  patiently 
to  hear  the  others  who  will  speak  to  you.  I  have  spoken  and  maybe 
others  will  take  exception,  because  we  are  never  unanimous  in  the  oil 
business,  as  any  other  business.  That  is  my  point.  I  cannot  favor 
in  California  under  the  present  set-up,  and  the  way  we  are  progressing, 
any  control  bill  in  the  sense  some  political  appointee  or  political 
person  elected  or  selected  is  going  to  allocate  production  between 
fields  and  wells  in  this  State. 

Mr.  Cole.  Mr.  Morton,  you  referred  to  H.  R.  7372,  on  page  7? 

Mr.  Morton.  Yes,  sir;  Mr.  Chairman. 

Mr.    Cole.  Subsection  7  of  section  5  (c). 

IMr.  Morton.  Yes,  Mr.  Chairman.  I  will  tiy  to  put  my  hands 
on  my  copy  as  you  proceed. 

Mr.  Cole.  And  that  language  is  part  of  the  bill,  which  reads: 

In  making  the  determination  required  in  subsection  (a)  of  this  section,  the 
commissioner  shall  consider,  for  each  field  as  a  whole  and  for  the  several  parts 
thereof,  such  information  as  may  be  obtainable  as  to, 

and  then  on  down  to  No.  7: 

The  ratio  of  production  of  crude  oil  to  estimated  reserves, 

which  you  singled  out. 

Mr.  'Morton.  Yes. 

Mr.  Cole.  Do  you  find  any  fault  with  this  formula  in  the  bill 
aside  from  No.  7  as  to  the  considerations  that  the  commissioner  shall 
have  before  him  in  determining  this  important  part  of  the  proposed 
measure? 

Mr.  Morton.  I  am  directing  my  obiection  to  the  vice  of  the  bill, 
as  I  see  it,  w^hich  would  apply  to  most  everything  in  there,  for  this 
reason:  You  are  here  delegating  to  one  man — of  course,  w^e  know  he 
in  turn  will  have  a  lot  of  subordinates  w^ho  will  probably  do  the  work 
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and  make  guesses  on  these  matters,  on  such  matters  as  tliis.  Take 
item  three,  your  general  assertions,  any  of  them,  well  spacing,  drilling 
practices,  well  casing  and  well  completions.  I  don't  think  you  can 
appoint  a  man  who  is  going  to  improve  on  well  spacing  as  we  have  it 
now  in  California  in  our  new  fields,  who  is  going  to  be  better  able  than 
we  here  to  determine  our  drilling  practices  and  casing  program  to  be, 
or  the  manner  of  completing  the  wells. 

Mr.  Cole.  Doesn't  this  merely  mean  that  he  should  take  into  con- 
sideration the  very  thing  you  advocate  taking  into  consideration 
under  a  set-up  such  as  this  bill  contemplates? 

Mr.  AloRTON.  That  is  right;  but,  sir,  you  go  on  and  say  that,  after 
1  year,  if  the  Secretary  thinks  that  the  producers  in  any  field  have  not 
with  reasonable  accuracy  determined  these  thhigs,  then  he  issues 
regulations  on  that  party. 

Mr.  Cole.  That  is  all  part  of  the  penal  provisions. 

Mr.  Morton.  And  then  you  tie  it  in  and  make  it  a  crime.  Now, 
Mr.  Cole,  we  cannot  understand  why  the  author  of  this  bill,  whoever 
he  may  have  been,  did  not  say,  "However,  nothing  in  here  shall  sub- 
ject an  operator  to  punishment  for  crime  or  requiring  his  well  to  be 
shut  in  until  he  has  had  an  opportunity  to  be  heard."  You  go  through 
this  bill  and  every  inhibition  is  upon  the  operator  or  the  producer 
rather  than  anything  handed  to  him  for  his  protection.  But,  Mr. 
Cole,  perhaps  1  might  make  myself  clearer:  If  those  provisions  to 
whicli  I  have  just  referred  were  in  here  I  would  still  say  I  do  not 
believe  we  need  or  desire  Federal  control. 

But  I  do  think  your  bill  could  be  improved  on,  and  by  "your  bill," 
I  do  not  use  that  personally. 

Mr.  Cole.  Do  the  penal  provisions  of  the  bill  to  which  you  are 
referring  dift'er  in  theory  very  greatly  from  those  under  j^-our  California 
gas  law? 

Mr.  Morton.  No,  it  is  much  the  same  idea,  a  matter  of  a  regulation 
which  would  be  promulgated. 

Mr.  Cole.  The  same  principle  is  involved  in  both  instances? 

Mr.  Morton.  Yes;  the  difference  from  the  N.  R.  A.  is  in  that  we 
had  free  access  to  the  courts  under  N.  R.  A. 

Mr.  Cole.  Have  you  seen  the  latest  report  of  the  National  Resources 
Agency  which  was  transmitted  by  the  President  to  Congress? 

Mr.  Morton.  It  is  among  your  hearings,  is  it  not? 

Mr.  Cole.  No,  it  is  not. 

Mr.  Morton.  I  have  read  it  some  place. 

Mr.  Cole.  Last  week? 

Mr.  Morton.  Not  in  the  last  week. 

Mr.  Cole.  That  is  the  annual  report. 

Mr.  Morton.  1  am  under  the  impression  I  have  read  it,  or  a  digest 
of  it.  I  am  sorry,  but  I  do  not  have  it  at  my  fingers  ends  at  all  to 
discuss  it  with  you. 

Mr.  Cole.  The  report  to  which  I  refer  is  the  annual  report  required 
by  law  to  be  submitted  by  the  National  Resources  Planning  Board. 
The  President  transmitted  that  to  Congress  on  January  11,  1940. 

Mr.  Morton.  No,  sir.     I  have  not  seen  it,  then. 

Mr.  Cole.  I  do  not  know  to  what  extent  the  National  Resources 
Planning  Board  made  recommendations  along  lines  advocated  for  Cal- 
ifornia in  the  report  which  you  filed  in  the  record,  but  you  will  find 
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when  that  report  is  prmted  and  comes  to  you  that  very  definite 
recommendations  were  made  to  the  Congress  hist  week  by  the  agency 
as  to  the  nature  of  legislation  needed  at  this  time. 

Mr.  Morton.  I  have  not  seen  that.  Are  you  through  with  the 
copy  we  had?  I  would  like  to  retain  it,  unless  you  would  care  to  have 
it.     I  gave  a  copy  to  the  secretary. 

Mr.  Cole.  Mr.  Morton,  as  long  as  you  have  referred  to  the  fight 
over  the  Atkhison  bill  and  the  expenses  involved,  and  the  Secretary 
of  the  Interior  did  the  same  thing,  if  you  have  a  report  in  your  posses- 
sion showing  the  total  amount  contributed  by  each  side,  the  names  of 
the  contributors  and  the  individual  amoinits  of  each  contributor,  I 
will  permit  it  to  go  into  the  record  at  this  time. 

Air.  Morton.  I  can  furnish  that  for  tomorrow,  sir.  I  might  be 
able  to  furnish  the  contributors  in  one  instance,  but  the  contributors 
in  other  instances  I  could  not.  I  have  a  copy  of  them  and  I  will  get 
them  here. 

Mr.  Cole.  I  thought  you  should  state  it  for  the  record. 

Mr.  Morton.  If  there  is  any  other  item  I  have  mentioned  that  you 
thhik  might  be  of  assistance,  I  will  make  a  point  to  furnish  it  while 
I  am  here. 

Mr.  Cole.  That  will  be  a  complete  statement? 

Mr.  Morton.  Yes.  I  will  make  it  my  duty  to  do  so.  That  is  a 
record,  you  know,  in  San  Francisco,  Los  Angeles,  and  Sacramento. 

Mr.  Pearson.  May  I  ask  a  question? 

Mr.  Cole.  Mr.  Pearson. 

Mr.  Pearson.  Mr.  Morton,  I  was  interested  in  your  discussion  of 
the  definition  of  the  word  "waste",  and  particularly  when  you  specified 
the  definition  of  waste  as  given  in  the  Atkinson  bill.  In  that  con- 
nection, may  I  ask  you  whether  or  not  you  had  some  litigation  in  the 
State  growing  out  of  the  provisions  of  the  Act  of  1915  which  you  say 
is  entitled  ''The  Conservation  Statute?" 

Mr.  Morton.  The  only  litigation  on  that  subject  of  any  moment 
was  the  testing  of  the  constitutionality  of  the  1929  amendment  which 
prohibited  the  wastage  of  gas. 

Mr.  Pearson.  Now,  under  what  act  have  you  had  injunction  suits 
brought  to  prevent  the  waste  of  gas? 

Mr.  Morton.  Under  that  same  act.  It  was  in  that  same  suit, 
one  involving  the  Santa  Fe  Springs  field,  testing  the  constitutionality 
of  that. 

Mr.  Pearson.  Isn't  it  true  the  objectors  or  the  petitioners  who  are 
bringing  charges  under  that  act  had  difficulty  in  enforcing  it  because 
of  the  fact  it  was  referred  to  in  the  bill  as  an  unreasonable  waste,  and 
the  courts  had  difficulty  in  determining  what  constitutes  an  "unreas- 
onable" waste? 

Mr.  Morton.  No,  sir — that  was  the  point,  of  course,  of  the  objec- 
tion, but  I  think  it  was  in  1931  that  the  constitutionality  was  upheld, 
and  despite  the  use  of  that  term,  and  the  enforcement  of  the  statute 
have  been  brought  under  that  act,  and  there  is  one  today,  as  I  say, 
over  in  Montebello,  and  I  guess  that  is  the  only  one  that  really  applies 
to  it,  where  the  court  stated  it  was  sufficient  to  leave  it  to  the  courts. 

We  all  know  that  there  is  bound  to  be  some  waste  of  gas  in  all  oil 
operations,  such  as  marginal  or  stripper  wells  might  produce. 

Mr.  Pearson.  Now,  if  there  isn't  any  marked  definition  of  what 
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constitutes  waste,  it  is  a  difficult  matter  of  the  court  to  determine 
what  waste  is,  or  what  wouhi  constitute  waste? 

Mr.  Morton.  They  do  not  seem  to  have  that  difficulty. 

Mr.  Pearson.  Is  it  not  a  fact  that  you  have  had  great  difficulty 
in  preventing  the  waste  of  gas  in  California? 

Mr.  Morton.  Have  had  difficulty? 

Mr.  Pearson.  Yes. 

Mr.  Morton.  Well,  I  think  there  is  a  failure  to  enforce  that  statute 
in  connection  with  one  field  in  particular  which  should  not  have  been 
permitted.  The  law  was  there  to  enforce  it.  And  to  show  you  how 
ridiculous  the  whole  thing  is  to  those  of  us  who  are  lawyers  and  who 
will  particularly  appreciate  it,  a  suit  was  brought  to  restrain  unrea- 
sonable waste  of  gas  in  one  particular  field  in  the  valley.  As  I  remem- 
ber my  dates,  it  was  about  11  months  before  the  demurrer  to  the 
complaint  was  heard;  13  months  before  the  preliminary  injunction 
was  obtained;  5  years  later  when  the  State  attempted  to  enforce  the 
injunction  because  that  operator  had  gotten  out  of  hand,  the  action 
had  to  be  dismissed  because  it  had  not  been  brought  to  trial  within 
5  years.  That  was  not  the  fault  of  the  law,  but  of  the  enforcement 
of  the  law.  That  was  a  field  which  I  felt  was  favored,  and  should 
have  been  taken  care  of  by  the  authorities  in  charge  of  the  enforce- 
ment. And  certainly  during  that  same  period  of  time  in  fields  where 
we  had  a  similar  situation  with  independent  operators  involved  they 
were  brought  up  mighty  quickly. 

Mr.  Pearson.  You  made  some  reference  to  the  West  Montebello 
field. 

Mr.  Morton.  Yes. 

Mr.  Pearson.  I  have  some  figures  that  would  indicate — I  think  it 
was  in  May  1939 — that  the  percentage  of  gas  waste  in  that  field  was 
61  percent  or  a  little  better. 

Mr.  Morton.  May  I  make  a  suggestion  in  respect  to  the  Monte- 
bello field?  I  think  it  is  a  subject  of  which  you  are  going  to  want  to 
inquire  into  quite  thoroughly.  From  the  list  of  the  witnesses  that 
have  been  given  to  me,  it  includes  a  gentleman  who  is  going  to  discuss 
that,  and  if  for  any  reason  it  does  not  materialize,  I  will  be  glad  to 
again  go  into  it.  It  is  one  of  the  things  that  I  think  it  would  be  unfair 
for  you  and  me  to  cover  in  detail  at  this  time. 

Mr.  Pearson.  Well,  maybe  that  is  so.  I  want  to  refer  to  the  two 
charts  that  you  have  introduced  for  the  comparative  showing  on  the 
production  in  Texas  and  in  California.  I  notice  ,your  Texas  chart 
shows  in  every  month  throughout  the  period  that  you  have  shown 
that  the  production  has  been  less  than  the  allowable,  except  in  the 
month  of  August,  which  you  said  was  an  exceptional  month.  Whereas, 
your  California  chart,  where  you  do  not  have  the  same  type  of  regu- 
lation, the  production  has  exceeded  the  allowable  in  every  single 
instance. 

Mr.  Morton.  I  noticed  that,  too. 

Mr.  Pearson.  I  would  just  like  to  have  the  benefit  of  your  idea 
wherein  that  shows  any  improved  condition  in  California. 

Mr.  Morton.  I  did  not  oft'er  that  as  a  common  condition.  I 
offered  that  as  showing  that  California  is  not  producing  excessivel.y,  as 
compared  to  Texas.  We  have,  shall  we  call  it,  a  lesser  volume  of 
production  and  have  had  for  the  past  year. 
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Gentlemen,  I  think  it  is  a  serious  thing  for  any  situation  to  arise 
which  would  require  all  fields  in  a  State  such  as  Texas  and  California 
to  be  shut  in  for  15  days,  such  as  we  had  in  Texas  last  August.  I  think 
it  would  certainly  play  havoc,  and  we  would  not  want  to  see  it. 

Mr.  Pearson.  Would  the  fact  that  the  production  has  exceeded 
the  allotment  for  every  month  throughout  that  period  indicate  any- 
thuig  in  the  wa}^  of  failure  to  conserve  the  reserves? 

Mr.  Morton.  In  California? 

Mr.  Pearson.  Yes. 

Mr.  Morton.  Not  at  all,  because  we  have  not  produced  excessively. 

Mr.  Pearson.  The  fact  that  Texas,  with  a  restricted  production, 
has  produced  less  than  its  allowance,  you  think  would  not  indicate 
that  they  are  doing  more  to  conserve  the  reserves? 

Mr.  Morton.  No;  it  would  not,  and  I  believe  that  the  15  days' 
shut-in  in  Texas,  if  I  know  oil  fields  at  all,  caused  plenty  of  damage  in 
the  sense  of  conservation  in  Texas.  It  certainly  would  in  our  Cali- 
fornia fields. 

Mr.  Pearson.  As  I  understand  you,  Mr.  Morton,  you  are  looking 
at  the  situation  from  the  standpoint  of  the  producer? 

Mr.  Morton.  That  is  true.  I  am  not  here  as  a  lawyer  or  anything 
else.  I  have  a  fairly  good  stake  for  a  small  boy  in  actual  production 
in  California,  and  it  is  very  vital  to  me.  It  is  the  biggest  material 
thing  that  I  have  and  therefore,  gentlemen,  I  am  vitally  interested 
in  all  of  these  problems. 

Mr.  Pearson.  Do  you  think  that  the  interests  of  the  oil  industry 
transcend  the  interest  which  the  public  has  in  the  industry  as  a 
necessary  reserve? 

Mr.  Morton.  No;  not  at  all.  I  endeavored  to  make  that  clear. 
If  the  public  welfare  rec|uires  the  intervention  of  the  Government, 
then  we  should  have  it,  but  not  otherwise.  I  do  not  say  to  you  that 
the  oil  industry  should  follow  their  interests  or  desires  to  the  detri- 
ment of  the  public  good.  I  do  not  think  that  it  does  in  California. 
I  believe  that  our  practices  here  are  becoming  more  and  more  con- 
sonant with  the  public  good.  Especially  in  comparison  with  other 
States  I  think  that  our  California  system  is  even  better. 

Mr.  Pearson.  But  you  do  not  think  that  the  oil  industry  should  be 
classified  as  a  public  utility? 

Mr.  Morton.  I  am  not  prepared  to  say  that  yet,  but  I  do  know  I 
certainly  would  much  rather  see  that  than  to  have  a  control  bill 
where  you  would  be  regulated  as  to  production,  leaving  us  high  and 
dry  with  respect  to  pipe  lines  and  having  our  products  refined.  I 
wo  aid  like  to  make  the  point  in  passing  that  in  Texas  and  in  most  of 
the  companion  places,  pipe  lines  are  common  carriers  and  that  while 
we  have  laws  here  saying  that  is  the  case,  we  have  one  Supreme  Court 
case  that  knocks  that  out,  and  it  has  never  gotten  to  working.  But 
I  do  not  believe  at  this  time  that  the  making  of  the  oil  industry  into  a 
public  utility  is  necessary  or  desirable — if  it  is  ever  operated  to  the 
detriment  of  the  public  good  it  might  be  necessary.  But  to  run  or 
attempt  to  set  up  commissioners  who  woidd  be  subject  to  politics — 
that  is  another  thing.  Goodness  knows  we  have  too  much  trouble 
with  the  regulation  of  public  utilities  at  this  time  here. 

Mr.  Pearson.  Have  you  every  taken  any  public  position,  Mr. 
Morton,  on  the  question  of  California  being  a  member  of  the  compact 
between  oil  States? 


PETROLEUM  INVESTIGATION  QQ^ 

Mr.  Morton.  I  have  never  been  called  on  to,  sir. 

Mr.  Pearson.  I  believe  that  is  all. 

Mr.  WoLVERTON.  With  reference  to  the  voluntary  prorations  that 
you  have  spoken  about,  who  has  the  personal  charge  of  those? 

Mr.  Morton.  I  do  not  want  to  tell  you  because  the  chairman  of 
the  board  is  here  to  describe  the  whole  workings  and  he  will  give  you 
that  in  his  testimony.  I  think  you  can  appreciate  that  would  be  the 
case. 

Mr.  WoLVERTON.  Who  composes  the  committee?  That  is,  who 
composes  the  committee  in  the  industry  known  as  the  Independent 
Oil  Producers  and  Consumers? 

Mr.  Morton.  Who  composes  it? 

Mr.  Wolverton.  Yes. 

Mr.  Morton.  It  is  a  group  of  men  with  a  number  of  directors,  nine, 
of  which  I  am  one.  The  other  directors  are  either  oil  producers  or 
refiners.  It  has  a  contribution  of  the  membership  funds  to  support 
it  and  we  miglit  call  them  independent  producers  and  refiners,  we  have 
had  some  sniall  contributions  and  some  large  contributions,  all  of  these 
contributions  of  course  being  voluntary — it  would  be  difficult  to  say 
in  terms  of  definiteness  tlie  particular  ones  represented,  but  we  have 
some  very  substantial  producers  represented  in  the  batch. 

Mr.  Wolverton.  How  many  companies? 

Mr.  Morton.  W^e  do  not  have  a  list  of  members,  for  this  reason: 
The  issuance  of  membership  certificates  in  our  organization  is  a  ques- 
tion on  which  the  corporation  commissioner  of  this  State,  here  we  have 
a  commissioner  again,  has  not  told  us  whether  we  have  to  have  his 
permission  to  issue  the  actual  certificates.  The  ones  that  have  shown 
their  interest  in  our  meetings  by  their  attendance  at  our  meetings 
and  so  forth  are  within  the  membership  and  I  would  estimate  it  would 
run,  oh,  probably  a  hundred  or  more.  Taking  those  in  connection 
with  the  fight  on  the  Atkinson  bill  who  signed  petitions  to  the  legis- 
lature for  themselves  against  that  bill,  it  would  run  into  some  seven 
hundred.  I  cannot  present  a  list  of  the  members.  I  miglit  bring 
you  a  list  of  the  directors. 

Mr.  W^OLVERTON.  Do  you  consider  those  who  signed  the  petitions 
against  the  Atkinson  bill  as  members  of  your  organization? 

Mr.  Morton.  No,  I  do  not. 

Mr.  Wolverton.  Then  do  not  let  us  get  confused  with  the  thought. 
How  many  do  you  think  would  be  the  number  who  actually  hold 
membership  in  the  independent  group? 

Mr.  AloRTON.  I  think  I  have  made  it  clear  to  you  that  there  is  no 
one  that  holds  an  actual  certificate  of  membership. 

Mr.  Wolverton.  How  many  are  represented  in  this  statistical 
membership? 

Mr.  Morton.  I  estimate  a  himdred. 

Mr.  Wolverton.  A  hundred? 

Mr.  Morton.  Yes;  I  could  probably  list  them  for  you. 

Mr.  Wolverton.  Well,  you  are  the  secretary. 

Mr.  Morton.  That  is  right,  but  we  didn't  accomplish  that  for  the 
reasons  I  have  stated. 

Mr.  Wolverton.  Do  you  have  any  book,  that  has  all  of  their  names 
in  it? 

Mr.  Morton  We  have  a  book  that  has  the  names  of  the  con- 
tributors. 
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Mr.  AVoLVERTON.  Do  you  liave  a  book  that  lias  tlie  names  of  all 
tlie  members  in  or  do  you  keep  it  in  your  bead? 

Mr.  Morton.  Our  books  show  the  contributions  as  I  have  said. 

Mr.  AVoLYERTOx.  Have  there  been  100  individuals  who  have  con- 
tributed? 

Mr.  Morton.  I  am  guessing  that  there  has  been,  but  I  think  it  is  a 
fair  guess  and  I  will  be  very  glad  to  consult  the  books  for  that. 

Mr.  AA^OLVERTON.  Did  the  men  who  contributed  know  that  it  was 
the  Atkinson  bill  that  was  before  the  people? 

Mr.  Morton.  Yes,  and  they  realized  that  this  was  a  permanent 
organization. 

Mr.  AA'oLVERTON.  AA^as  the  contribution  based  on  the  number  of 
barrels  pi'oduced? 

Mr.  Morton.  No,  it  was  not. 

Mr.  AA^OLVERTON.  If  they  had  not  made  a  contribution,  would  you 
have  considered  them  a  member? 

Mr.  Morton.  AA>li.  sir.  I  might  state  that  in  a  strict  sense  of 
membership,  we  did  not  have  membership  certificates  or  anything 
like  that  issued,  although  we  will  have,  and  our  directors  have  taken 
this  action  that  we  will  have  certain  classes  of  membership,  and  I 
estimate  that  there  are  at  least  a  hundred  members  who  have  paid 
such  a  sum  as  would  give  them  a  certificate  of  membership. 

Mr.  AA'oLVERTON.  What  is  the  number  on  your  board  of  directors? 

Mr.  Morton.  The  board  of  directors,  under  the  law,  was  set  forth 
in  our  charter  or  articles  of  association,  with  respect  to  the  number. 

Mr.  AA^OLVERTON.  Is  it  an  incorporated  association? 

Mr.  Morton.  Yes,  it  is  an  incorporated  association,  a  nonprofit 
association. 

Mr.  AA^OLVERTON.  And  yet  you  do  not  have  any  list  of  members 
unless  they  have  contributed? 

Mr.  Morton.  For  the  reason,  sir,  if  I  may  state  once  more,  that  it 
is  a  legal  question,  and  upon  which  we  are  awaiting  a  decision  as  to 
whether  we  can  issue  certificates  of  membership  without  the  permis- 
sion of  the  commissioner  of  corporations,  or  if  he  determines  that  he 
has  that  jurisdiction,  then  we  will  get  that  permission  and  issue  those 
certificates  of  membership. 

Mr.  AA'olyerton.  How  long  have  you  been  waiting  for  them? 

Mr.  Morton.  AA^e  have  asked  for  opinions  on  that  from  them  and 
we  have  not  had  a  direct  reply  on  the  subject. 

Mr.  AA^olverton.  How  long  ago  has  it  been  since  you  asked  for 
an  opinion? 

Mr.  Morton.  1  would  estimate  it  has  been  some  2  weeks  ago  since 
the  board  of  directors  delegated  to  me  the  duty  of  bringing  that  matter 
to  consummation  and  completion. 

Mr.  AA'oLVERTON.  AA'as  this  organization  in  existence  last  November? 

Mr.  Morton.  Yes;  this  organization  was  organized  in  July  by  a 
groii])  of  producers  and  refiners  and  one  or  two — I  can  give  you  the 
names  by  referring  to  the  record  of  those  who  were  interested  from  the 
consumers'  standiDoint.  AA'e  sat  down  as  a  board  of  directors  and 
organized,  and  we  went  to  work.  AA-^e  were  thrown  into  a  most  hectic 
campaign  to  first  effect  a  referendum  and  then  conduct  a  political 
campaign,  because  the  referendum  was  set  up  on  a  special  election 
called  almost  immediately,  and  I  say  frankly,  in  the  sense  of  issuing 
certificates  of  membership  by  the  board  of  directors 
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Mr.  WoLVERTOX.  Who  elected  the  board  of  directors? 

Mr.  Morton.  A  group  of  men  interested  in  this  project  sat  down 
and   associated  themselves  together 

Mr.  WoLVERTON.  Who  were  those  men? 

Mr.  Morton.  Would  you  like  to  have  the  names  of  them? 

Mr.  WoLVERTON.  Yes. 

Mr.  Morton.  Mr.  J.  A.  Smith  has  been  referred  to 

Mr.  WoLVERTON.  Will  you  describe  each  one? 

Mr.  Morton.  Well,  Mr.  Smith  is  a  businessman,  a  banker  in  this 
State  and  an  oil  producer.  Mr.  R.  E.  Hines  is  vice  president  and 
general  manager  of  the  Caminol  Co.,  which  is  an  oil-protlucing 
company  and  refinery  company,  having  refineries  in  the  Los  Angeles 
Basiu  and  in  the  San  Joaquin  Basin.  Also  Mr.  E.  Starr,  who  is 
president  of  the  Universal  Consolidated  Oil  Co.,  a  company  which 
1  believe  has  some  6,000  barrels  a  day  production  in  California.  Then 
tliere  was  George  Ring,  of  the  Ring  Petroleum  Co.,  a  very  substantial 
independent  producer,  with  production  in  this  basin  and  in  San 
Joac|uin  Valley.  Mr.  George  R.  Wilbur,  who  is  a  producer  and  his 
production  is  largely  in  this  basin.  Mr.  —  can  some  of  you  gentle- 
men help  me  out  with  the  names  of  the  men  at  the  meetings?  Bob, 
can  you  help  me  out.  Yes,  Mr.  William  Murphy,  who  is  an  attorney 
and  represents  the  Wiltshire  Oil  Co.,  and. myself,  representing  myself 
and  the  Superior  Oil  Co.,  a  large  producer  here,  and  inasmuch  as  I 
w^as  on  the  board  and  do  legal  work,  I  could  say  I  was  a  representa- 
tive.    How  many  have  you  there? 

Mr.  WoLVERTON.  That  is  seven. 

Mr.  Morton.  Well,  there  are  two  more,  because  there  were  nine, 

Mr.  WoLVERTON.  Maybe  you  have  forgotten  the  consumers. 

Mr.  Morton.  No.  Wluit  is  the  name  of  tlie  judge  from  Sacra- 
mento? Oh,  yes.  Senator  Inman,  from  Sacramento,  whom  we  all 
knew  and  who  was  very  rabid  on  the  consumer  situation. 

Mr.  WoLVERTON.  You  had  one  rabid  consumer? 

Mr.  Morton.  This  was  the  group  that  sat  down  together.  The 
consumers  did  not  understand  the  problem  at  that  time,  sir. 

Mr.  Wolverton.  Who  was  the  other? 

Mr.  Morton.  1  do  not  recall  his  name  but  I  will  get  it.  It  is  in 
the  record. 

Mr.  W^olverton.  How  often  does  the  board  meet? 

A  Voice.  A1  Jergin. 

Mr.  Morton.  I  do  not  believe  Mr.  Jergin  was  a  director. 

Mr.  Wolverton.  Is  Mr.  Jergin  an  oilman? 

Mr.  Morton.  Yes,  he  is  an  oilman.  W^e  have  had  meetings,  I 
would  say,  of  tiie  entire  board  of  directors,  or  as  many  as  could  be 
obtained,  on  probably  half  a  dozen  occasions.  W^e  have  selected  an 
executive  committee,  of  course,  to  conduct  the  campaign,  and  we 
did  that  because  we  were  thrown  into  that. 

Mr.  Wolverton.  When  did  the  board  of  directors  open  the  books 
for  membership? 

Mr.  Morton.  I  do  not  understand  your  question  in  the  sense  that 
there  are  no  books  which  contain  a  list  of  members,  for  the  reasons 
that  I  have  given  to  you. 

Mr.  Wolverton.  Has  there  been  an  election  of  the  board  of 
directors  by  the  group  or  have  they  just  continued  to  sit  down  again 
as  a  board  of  directors? 
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Mr.  Morton.  No;  you  see,  when  you  form  an  association  under 
the  laws  of  California,  your  articles  of  association  contain  the  names 
of  your  first  directors,  and  our  articles  provided  for  an  enlargement 
of  that  number  by  amendment  of  the  bylaws,  which  is  in  accordance 
with  our  State  statute,  and  at  our  first  meeting  it  was  enlarged  from 
five  to  nine,  and  the  names,  which  I  have  given  you,  were  the  selec- 
tions that  were  made  at  that  time.  There  was  a  time  set  for  an 
election,  by  which  time  we  hope  to  have  it  straightened  out,  which 
will  be  early  in  June  or  July. 

Mr.  WoLVERTON.  When  did  the  legislature  pass  the  Atkinson  bill? 

Mr.  Morton.  In  June  of  last  year. 

Mr.  WoLVERTON.  Was  the  referendum  a  part  of  the  bill  or  was  that 
a  subsequent  proceeding? 

Mr.  Morton.  No,  you  see,  here  is  the  way  that  works.  If  a  bill 
is  passed  by  the  legislature,  you  have  a  right  to  circulate  a  petition  and 
get  a  certain  number  of  signatures  within  90  days  after  the  adjourn- 
ment of  the  legislature.  The  way  it  works  out,  you  have  to  wait  until 
the  governor  signs  the  bill,  and  this  time  he  waited  until  tlie  last 
possible  day,  and  then  you  circulate  petitions,  and  if  withm  90  days 
you  have  secured  sufficient  valid  signatures  and  it  is  then  certified 
to  the  Secretary  of  State  and  various  county  clerks 

Mr.  WoLVERTON.  W^ith  reference  to  the  time  of  the  passage  of  the 
bill,  when  was  this  voluntary  association  formed? 

Mr.  Morton.  Almost  immediately. 

Mr.  WoLVERTON.  Then  the  organization  was  formed  primarily 
to  defeat  the  Atkinson  bill? 

Mr.  Morton.  That  is  correct,  and  we  are  carrying  it  forward. 

Mr.  WoLVERTON.  Did  you  advertise  in  the  papers  against  the 
Atkinson  bill  as  an  organization? 

Mr.  Morton.  No;  but  we  put  our  names  sponsoring  whatever  the^' 
may  have  done. 

Mr.  WoLVERTON.  What  name  did  you  use? 

Mr.  Morton.  The  Independent  Petroleum  and  Consumers  Asso- 
ciation. 

Mr.  WoLVERTON.  Will  you  repeat  it? 

Mr.  Morton.  Independent  Petroleum  and  Consumers  Association. 

Mr.  WoLVERTON.  At  what  stage  of  the  proceedings  did  the  son- 
siimer  get  into  the  organization? 

Mr.  Morton.  We  hadn't  much  support  from  the  consumers, 
although  I  believe  that  our  activities  were  very  much  in  the  interest 
of  consumers  and 

Mr.  WoLVERTON.  Well,  did  you 

Mr.  Morton.  May  I  finish?  We  did  that  to  get  support  from  the 
consumers  and  I  can  sit  down  and  give  you  a  list  of  consumers  who 
were  not  in  the  oil  industry  but  were  interested  in  the  consumers. 

Mr.  WoLVERTON.  Do  you  believe  that  the  use  of  the  words  "Con- 
sumers Association"  in  the  name  "Independent  Petroleum  and  Con- 
sumers Association,"  would  be  misleading? 

Mr.  Morton.  No;  we  had  invited  consumers  in  and  expected 
to  have  a  great  many  in. 

Mr.  WoLVERTON.  You  say  3^ou  did  invite  them? 

Mr.  Morton.  Yes;  and  do. 

Mr.  Wolverton.  How  many  responded? 
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Mr.  Morton.  I  have  not  looked  over  the  returns  that  came  in, 
but  there  were  a  number  wlio  were  only  interested  from  the  con- 
sumers' angle.  In  fact,  we  had  many  people  who  joined  us  and 
made  speeches  against  the  bill. 

Mr.  WoLVERTON.  Are  they  members  of  the  organization? 

Mr.  Morton.  They  will  be  as  soon  as  we  can  issue  the  certificates. 

Mr.  WoLVERTON.  How  many  do  you  have  on  the  list? 

Mr.  Morton.  We  do  not  have  such  a  thing  as  a  list. 

Mr.  WoLVERTON.  How  will  A^ou  know  how  to  issue  the  membership 
cards  and  who  will  you  know  to  issue  the  membership  cards  to,  when 
you  do  get  permission  to  do  it? 

Mr.  Morton.  Because  they  have  told  us  they  want  to  join.  You 
would  be  surprised  at  the  interest  in  this  organization,  and  I  wish  to 
say  that  it  was  started  and  will  be  carried  on  with  the  most  sincere 
purpose,  namely,  to  stud}'^  the  oil  industry  for  the  benefit  of  those  who 
are  in  it,  and  the  consuming  public. 

Mr.  WoLVERTON.  I  have  never  attacked  anyone's  sincerity.  I  only 
asked  for  the  facts  and  as  to  whether  or  not  a  man  is  sincere — — 

Mr.  AIoRTON.  I  camiot  win  an  argument  with  you. 

Mr.  WoLVERTON.  We  do  not  want  to  argue.  I  was  just  asking  the 
question ■ 

Mr.  Morton.  It  is  like  before  a  judge,  you  may  argue  to  him  and 
with  him,    but  you  cannot  win  the  argument. 

Mr.  WoLVERTON.  When  you  are  speaking  to  me,  you  are. not  before 
a  judge.  If  you  do  not  want  to  answ^er  as  to  the  fact,  very  well,  but  I 
assumed,  being  the  secretary  of  an  organization  that  has  made  a  public 
appeal,  that  the  membership  would  justify  the  name  selected,  and 
having  that  thought  m  mind,  I  tried  to  find  out 

Mr.  Morton.  Yes,  and  I  have  given  you  the  facts  as  best  I  can. 

Mr.  WoLVERTON.  It  has  been  our  experience  in  conducting  congres- 
sional hearings  that  frequently  people  will  come  before  the  committee 
speaking  for  an  organization.  We  are  always  interested  in  knowing 
the  make-up  of  the  organization  and  just  how  much  importance  is  to 
be  attached  to  the  statements  when  made  by  a  witness  speaking  for  a 
particular  group. 

Mr.  Morton.  May  I  ask  your  permission  and  your  chairman's 
permission  before  you  adjourn  to  give  you  a  list  of  the  people  who  au- 
thorized us  in  this  matter,  and  whether  or  not  they  are  connected  with 
the  oil  industry.  Now,  there  is  no  list  in  the  sense  you  refer  to,  but  I 
can  give  you  the  names  since  from  its  inception  I  have  been  very  active 
in  it. 

Mr,  Wolverton.  The  thing  I  am  interested  in  is  in  knowing  who 
formed  it. 

Mr.  Morton.  I  told  you  who  formed  it,  sir. 

Mr.  Wolverton.  I  was  asking  it  because  I  thought  in  your  role  as 
speaker,  and  necessarily  belonging  to  the  association,  was  familiar 
with  it.  I  am  only  seeking  to  find  out  who  composes  the  membership 
of  the  organization. 

Mr.  ^ioRTON.  By  necessity  they  are  people  associated  together  in 
a  common  object. 

Mr.  Wolverton.  How  much  money  was  contributed  by  thi^  group 
under  the  name  of  the  Independent  Petroleum  Producers  and  Con- 
sumers Association? 
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Mr.  Morton.  I  am  going  to  give  that  in  detail,  but  it  is  soniotliing 
less  than  the  total  expenditures  I  gave  voii,  sir. 

Mr.  WoLVERTON.  Was  it  $400,000? 

Mr,  Morton.  No;  I  gave  you  the  total  figure,  I  know,  of  expendi- 
tures of  $388,000.  It  will  be  some  few  dollars  less  than  that,  and  it  is 
a  matter  of  public  record  and  I  will  secure  a  copy  and  make  it  available 
to  you. 

Mr.  WoLVERTON.  The  figures  I  have  before  me,  if  you  statement 
will  bear  them  out,  indicates  total  receipts  of  $388,30i.70,  and  total 
expenditures  of  $392,454.03. 

Mr.  Morton.  Than  you  have  the  receipts  figure  from  some  other 
source?     I  didn't  give  it  to  you,  sir. 

Mr.  WoLVERTON.  I  will  be  pleased  to  know  to  what  extent 

Mr.  Morton.  It  will  not  tally  with  that  because  as  I  say  it  is  some 
few  dollars  less  than  the  expenditures.  I  gave  the  expenditures  but 
not  receipts,  and  told  your  chairman  I  would  supply  that  later. 

Mr.  WoLVERTON.  You  said  you  represented  the  Superior  Oil  Co. 
The  information  before  me  indicates  that  that  companv  contributed 
a  total  of  $128,175.75.     Would  tliat  be  about  right?      \ 

Mr.  Morton.  I  would  expect  it  would  be,  and  I  will  give  it  to  you 
exactly  in  the  report.     Do  you  have  a  copy  of  the  report? 

Mr.  Wolverton.  Unfortunately  the  only  list  I  have  is  of  contribu- 
tions above  $1,000. 

Mr.  Morton.  You  see,  this  matter  is  a  matter  of  public  record,  as  I 
say.  It  is  a  matter  of  public  record  here,  San  Francisco,  and  Sacra- 
mento, and  I  w^ill  get  a  copy  of  it  so  you  will  have  it  exact. 

Mr.  Wolverton.  As  far  as  I  can  see  all  the  contributions  were 
made  by  oil  companies. 

Mr.  Morton.  I  imagine  that  is  certahily  true. 

Mr.  Wolverton.  Didn't  the  consumers  get  into  the  picture  at  all? 

Mr.  Morton.  They  didn't  put  up  money,  sir.  We  fought  their 
battle  but  they  didn't  put  up  money.  Many  people  were  interested 
in  that  angle,  all  right,  without  any  money. 

Mr.  Wolverton.  The  report  before  me  would  indicate  from  a 
financial  standpoint  it  was  rather  one-sided.  I  see  in  this  report  as  to 
the  defense  of  the  Atkinson  bill,  $1,464.10  that  was  contributed  by  the 
United  Defense  League. 

Mr.  Morton.  I  never  heard  of  them. 

Mr.  Wolverton.  I  don't  imagine  they  got  much  after  that  small 
$1,464.10  contribution. 

Mr.  Morton.  I  am  sure  they  wouldn't  in  that  kind  of  a  campaign. 
Is  that  the  United  Defense  League? 

Mr.  Wolverton.  That  is  the  name  I  have  in  my  memorandum. 

Mr.  Morton.  I  never  heard  of  them  before. 

Mr.  Wolverton.  As  a  matter  of  fact  the  contributor  is  mentioned 
here  I  think  as  the  Jergins  Oil  Co. 

Mr.  Morton.  That  is  shown  on  what  side  of  this  bill?  I  am 
interested. 

Mr.  Wolverton.  I  take  it  they  were  in  favor  of  it.  I  read  it 
when  I  read  of  the  United  Defense  League. 

Mr.  Morton.  That  makes  the  situation  more  interesting.  Might 
I  ask  wdiat  record  you  refer  to? 

Mr.  Wolverton.  The  one  before  me. 
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Mr.  Morton.  I  mean  it  is  not  anything  you  care  to  tell  me  so  I 
can  check  it? 

Mr.  WoLVERTON.  Yes.  I  have  the  figures  here  that  indicate  the 
amount  that  I  thought  was  on  file.  Is  it  necessary  for  you  to  check 
up  now? 

Mr.  Morton.  Not  at  all.     You  have  it  and  it  is  something  on  file. 

Mr.  WoLVERTON.  Yes. 

Mr.  Morton.  That  is  all  I  wanted  to  know,  sir.  I  will  check  and 
see.     I  never  heard  of  it. 

Mr.  WoLVERTON.  I  don't  know  about  it. 

Mr.  Morton.  Neither  do  I. 

Mr.  WoLVERTON.  Only  I  didn't  think  the  amount  would  shock 
anybody. 

Mr.  Morton.  No;  it  wouldn't  make  much  difference  in  that 
campaign . 

Mr.  WoLVERTON.  Now,  who  protects  the  public  where  you  have 
the  system  that  is  now  in  effect  in  California,  where  there  is  a  voluntary 
allocation  based,  I  assume,  upon  the  demand.  Just  who  is  the  public 
agent  in  that  group,  who  looks  out  for  the  interests  of  the  consuming 
public? 

Mr.  Morton.  I  would  not  say  there  was  a  pubKc  angel  other 
than 

Mr.  Wolverton.  I  didn't  ask  for  an  angel. 

Mr.  Morton.  I  thought  you  asked  for  the  public  angel. 

Mr.  Cole.  Agent. 

Mr.  Morton.  Agent.     Oh,  I  am  sorry,  sir.     I  apologize. 

Mr.  Wolverton.  I  don't  want  to  get  anybody  in  the  wrong 
category. 

Mr.  Morton.  We  are  not  so  bad,  sir,  except  as  the  law  of  supply 
and  demand  may  enter  into  the  situation  there  is  not  one  person  sitting 
there  that  says  that  "I  am  representing  the  public."  I  take  it  that 
the  estimates  of  the  Bureau  of  Mines  throughout  the  country  esti- 
mates the  demand,  and  which  we  know  are  followed  in  every  place 
except  possibly  Illinois,  and  I  have  not  studied  the  picture  in  Ilhnois, 
are  reasonably  well  followed  just  as  we  follow  them,  and  I  imagine 
it  is  the  same  here  as  in  Texas  or  elsewhere.  It  may  be  such  a  com- 
mission as  they  have  in  Texas  studies  the  welfare  of  the  public  particu- 
larly, but  based  on  their  relation  of  production  to  the  public  demand 
it  is  practically  the  same  as  here.  We  do  have  an  element  of  competi- 
tion in  the  gasoline  market  here  which  the  refiners  will  tell  you  about. 

Mr.  Wolverton.  Are  jou  of  the  opinion  that  limitation  of  pro- 
duction has  an  effect  on  the  price  to  the  consumer? 

Mr.  Morton.  Certainly  it  has. 

Mr.  W^olverton.  Why  then  shouldn't  there  be  some  representative 
or  agent,  either  State  or  Federal,  who  v/ould  have  the  right  to  act 
in  the  interests  of  the  public  when  limitation  of  the  production  of  oil 
has  an  effect  on  the  price  to  the  public. 

Mr.  Morton.  Because  we  have  the  law  of  supply  and  demand,  and 
if  vou  start  trying  to  charge  too  much  for  gasoline  in  this  State  you 
will  lose  your  gallonage  right  now. 

Mr.  Wolverton.  Do  you  think  the  law  of  supply  and  demand 
orevails  where  there  is  limitation  on  production? 
Mr.  Morton.  It  prevails  in  this  State,  sir. 
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Mr.  WoLVERTON.  You  spoke  of  the  Bureau  of  Mines. 

Mr.  Morton.  We  take  that  as  our  basis  for  following.  Let  me 
make  myself  perhaps  a  little  clearer.  I  told  you  that  the  rate  of  pro- 
duction affects  the  price.  That  was  your  question,  sir.  If  you  open 
up  wide  and  produce  a  lot  of  oil  and  you  refine  it  and  dump  it  on  the 
market  it  will  decrease  the  price  to  the  consumer,  breaks  the  price 
structure  wide  open,  and  we  know^  that.  I  would  say  that  upon 
assurances  and  from  what  I  have  read  in  literature  on  the  subject  it 
was  apparently  to  forestall  the  price  of  gasoline  that  we  had  that 
situation  in  Texas.  But  we  do  have  the  law  of  suppl}^  and  demand 
here  and  if  you  were  in  our  community  several  days  and  could  drive 
around  you  will  find  it  interesting  to  look  at  the  service  stations  and 
the  different  prices  posted  for  gasoline.  You  wdll  find  quite  a  variance. 
You  will  find  you  can  buy  gasoline  for  around  from  12)^  to  13  cents- 
and  the  same  gravity  you  wnll  find  the  price  is  jumped  a  little  else- 
where. Your  consumer  is  protected  by  the  law  of  supply  and  demand 
in  our  State. 

Mr.  WoLVERTON.  Does  the  fact  there  is  a  difference  in  price  indi- 
cate he  is  adequately  protected? 

Mr.  Morton.  Yes,  sir;  because  the  price,  and  I  am  sure  any  cost 
analysis  which  you  or  anyone  else  may  conduct  will  demonstrate  to 
you  that  these  refiners  in  the  main  are  receiving  only  a  fair  price  based 
upon  cost,  and  so  forth,  of  production. 

Mr.  WoLVERTON.  If  the  law^  of  supply  and  demand  is  in  full  force 
and  effect  in  California  it  is  the  only  place  I  know  of  where  it  does 
prevail  with  lim.itation  of  production  in  effect. 

Mr.  Morton.  Well,  I  think  it  would  be  very  interesting  then  for 
you  to  make  that  observation  and  see. 

Mr.  Wolverton.  Then  your  thought  is  that  while  limitation  of 
production  does  have  a  direct  effect  on  the  price  of  oil  yet  in  California 
it  does  not,  and  the  limitation  does  not  destroy  the  natural  law  of 
supply  and  demand? 

Air.  Morton.  Yes;  and  may  I  show  you  how? 

Mr.  Wolverton.  Is  that  correct? 

Mr.  Morton.  Yes;  and  may  I  show  you  how  that  would  work. 
I  will  give  you  an  illustration,  for  example.  Let  us  say  some  par- 
ticular company  endeavored  to  get  25  cents  a  gallon  for  gasoline.  I 
can  name  you  a  dozen  outfits  who  produce  their  own  oil,  or  refine  or 
buy  it,  who  would  not  send  their  prices  up.  They  would  stick  to 
what  they  can  sell  for  as  a  fair  basis,  and  would  take  the  business 
away  from  the  man  who  wants  to  put  the  price  up.  Hence  the  price 
does  not  go  up. 

Mr.  Wolverton.  Whj  is  it  that  some  of  the  companies,  notwith- 
standing the  effort  that  is  made  by  the  central  committee  through  the 
umpire  to  fix  an  allotment  for  each  well,  are  not  in  accord  with  it? 
Is  that  because  they  are  not  in  accord  as  to  what  has  been  fixed  as  the 
probable  demand,  or  is  it  because  of  a  desire  to  produce  oil  and  sell  it 
regardless  of  the  demand? 

Mr.  Morton.  Sir,  that  happens  to  some  extent  of  course  and  the 
reasons  which  motivate  people  in  such  instances  wdll  differ,  of  course. 
Some  will  do  it  because  they  may  feel  that  the  basis  has  not  been  fair. 
That  was  particularly  true  prior  to  June  of  last  year  when  a  uniform 
method  of  allotment  was  adopted  which  will  be  explained  to  you  in 
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detail.    Others  may  do  it  because  they  feel  their  particular  well  should 
not  be  cut  the  few  barrels  called  for,  because  of  interior  conditions. 

Mr.  WoLVERTON.  You  speak  of  representing  the  Superior  Oil  Co., 
and  you  have  stated  to  the  committee  the  entire  accord  that  seems  to 
exist  in  this  State  with  respect  to  the  allotment  fixed  by  the  central 
committee.  Yet  I  have  before  me  a  chart  going  into  the  proration 
data  of  the  Superior  Oil  Co.  and  I  find  that  its  actual  production  at 
one  time  or  another  has  gone  as  much  as  100  per  cent  or  more  over  the 
allotment  that  has  been  fixed. 

Mr.  Morton.  Well,  I  had  nothing  to  do  with  that  policy  and  I  am 
not  at  all  surprised  at  your  figures  because  prior  to  the  uniform  method 
to  which  I  referred  being  adopted  there  were  many  who  felt  the  basis 
of  allotment  was  unfair.  It  is  one  step  of  progress  we  have  made  that 
will  be  gone  into  detail  before  you. 

Mr.  WoLVERTON.  If  an  individual  has  a  right  to  judge  for  himself 
whether  the  allotment  which  has  been  fLxed  by  the  central  committee 
is  wrong  and  reserves  the  right  to  change  it  to  suit  his  own  conveniencej 
or  desires,  how  can  you  say  that  voluntary  control  is  effective? 

Mr.  Morton.  Because  it  is  effective,  sir,  and  if  you  will  wait  until 
you  have  all  the  figures  you  will  see  it.  You  are  going  back  to  a  period 
when  there  was  disruption  and  dissension  which  was  ironed  out,  all  of 
which  will  be  presented  to  you  here. 

Mr.  WoLVERTON.  Is  there  any  penalty  attached  to  violation  of  the 
allotment  fixed  by  the  central  committee? 

Mr.  Morton.  Not  as  such;  no. 

Mr.  WoLVERTON.  What  makes  it  enforceable? 

Mr.  Morton.  Because  oil  men  sit  down  today  and  treat  each  other 
fairly.  Let  me  take  the  Superior  Oil  Co.,  to  which  we  have  referred,, 
to  give  you  an  illustration,  and  this  is  something  that  came  under  my 
own  observation,  sir.  I  represented  that  company  in  some  litigation 
over  a  section  of  land  over  in  the  Coalinga  Nose,  one  of  our  great 
discoveries  in  the  past  few  years,  and  by  reason  of  that  I  have  seen 
what  they  have  done  there.  There  we  have  a  voluntary  agreement  in 
that  field  between  a  number  of  operators,  spacing  wells  1  to  20  acres, 
and  producing  from  those  wells  whatever  allotment  comes  out  from 
the  central  committee,  and  these  wells,  sir,  produced  many  thousands 
of  barrels  per  day,  just  opened  up,  and  I  believe  it  is  down  to  195 
barrels  top  allowable  for  that  field. 

Mr.  Morton.  Because  it  is  possible  upon  fairness  to  all — and  I 
would  ask,  sir,  that  you  reserve  as  much  as  you  can  your  mquiry 
into  the  statistics  and  such  things,  until  you  can  hear  the  other  wit- 
nesses. I  hate  to  describe  to  you  liow  our  central  committee  func- 
tions, as  I  realize  that  the  chairman  of  the  committee  is  here  and 
ready  and  anxious  to  tell  you  about  it. 

Mr.  WoLVERTON.  I  want  merely  to  lay  before  you  the  information. 
I  have  no  matter  what  the  answer  may  be.  I  am  interested  in  know- 
ing the  facts,  and  it  would  not  be  fair  to  you  if  I  withlield  informatioa 
and  did  not  give  you  the  information  to  enable  you  to  make  such 
response  to  it  as  you  might  wish. 

Mr.  Morton.  I  appreciate  your  questions. 

Mr.  WoLVERTON.  I  have  before  me  a  chart  which  shows  the  situa- 
tion with  respect  to  the  Superior  Oil  Co.  I  have  already  related  to 
you  to  what  extent  they  have  violated  the  allotment  that  was  fixed 
by  the  central  committee. 
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Mr.  Morton.  And  a  great  many  other  companies  have  done  the 
same  thing. 

Mr.  WoLVERTON.  That  wdl  save  me  the  necessity  of  bringing  before 
you  additional  companies,  then.  But  I  have  here  a  chart  sliowing 
the  years  1937,  1938,  and  1939,  up  to  July  1939.  And  certainly 
during  that  time  the  cential  committee  was  supposed  to  be  effective 
in  its  operations.  I  have  read  articles  published  by  Mr.  Pemberton 
as  the  umpire,  wtiich  certainly,  to  say  the  least — patted  themselves 
on  the  back  as  to  what  they  had  accomplished.  I  have  before  me 
this  chart  which  gives  the  situation  in  respect  to  the  Superior  Oil  Co., 
and  they  contributed  $128,000  to  defeat  this  Atkinson  law.  All  of 
which  indicates  that  a  company,  when  it  is  not  satisfied  with  what  the 
central  committee  does,  then  it  takes  the  law  into  its  own  hands.  I 
am  wondering  with  that  condition  confronting  us  here,  how  you  can 
take  the  position  that  mere  voluntary  control  in  itself  is  sufficient  to 
get  the  results  that  you  are  evidently  seeking  and  everybody  else 
thinks  should  be  sought. 

Mr.  Morton.  Sir,  we  get  these  results  by  our  voluntary  conserva- 
tion system,  plus  the  fact  that  we  have  certain  laws,  and  particularly 
our  gas  wastage  law,  which  we  think  would  keep  any  fields  in  control 
without  waste,  because  we  see  it  working  out  within  allowables. 

Mr.  WoLVERTON.  Your  gas  wastage  law  did  not  stop  the  Superior 
Oil  Co.  from  violating  its  allotment? 

Mr.  AloRTON.  No;  but  it  could  have  stopped  a  lot  of  them,  includ- 
ing that  company  at  Wilmmgton,  and  1  complain  of  that  as  much  as 
anything  else.  In  this  connection,  if  the  vState  officials  had  properly 
acted,  the  Superior  Oil  Co.  could  have  been  prevented  from  increasing 
its  allotment  from  what  the  central  committee  fixed  in  many  instances 
here,  and  that  is  true  of  many  companies  otherwise. 

Mr.  WoLVERTON.  I  am  not  talking  of  a  great  and  broad  field,  I  am 
holding  my  attention  to  this,  because  I  assumed  you  knew  something 
about  it. 

Air.  Morton.  I  am  not  an  official  of  that  company.  I  might  tell 
you  that  I  w^ent  to  the  company,  in  the  manner  in  which  I  mentioned, 
for  the  purpose  of  working  out  the  well  spacing  restriction,  to  which 
they  reacted  favorably. 

Mr.  Wolverton.  It  strikes  me  as  very  interesting  that  a  company 
that  has  as  late  as  within  the  past  year,  violated  so  atrociously,  it 
would  seem,  the  allotment  that  had  been  fixed  by  the  central  com- 
mittee, and  the  same  company  should  contribute  $128,000  for  the 
purpose  of  defeatmg  the  Atkinson  bill.  I  do  not  know  whether  that 
applies  to  other  companies  or  not.  Those  are  the  facts  on  the  record 
with  respect  to  this  one  company  at  least. 

Mr.  Morton.  Are  you  making  that  as  a  statement  or  are  you  askmg 
me  a  question  that  you  want  me  to  answer? 

Mr.  WoLVERTON.  If  you  have  any  comment  to  make  on  the  state- 
ment I  have  made  I  would  like  to  hear  it,  and  if  you  do  not  have,  then 
for  the  purpose  of  the  record  we  will  consider  it  as  closed. 

Mr.  Morton.  Knowing  the  situation  as  I  do,  over-production 
against  the  allotment,  I  know  had  nothing  to  do  with  the  attitude  of 
the  Superior  Oil  Co.  in  fighting  the  bill,  because  you  will  find  while 
they  were  putting  up  the  money  for  the  purpose  of  fighting  that  bill, 
they  were  keeping  their  wells  on  a  large  potential,  within  the  limits 
set. 
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Take  that  particular  campaign  in  the  new  fields,  you  will  find  that 
is  the  case,  you  will  find  that  all  of  the  way  through,  you  will  sec  they 
must  have  continued  overproducing  to  the  fullest  capacity  when  the 
fight  was  on,  and  afterwards  that  is  not  the  case. 

Mr.  WoLVERTON.  I  have  before  me  in  this  memorandum,  and  I  do 
not  want  to  do  anybody  an  injustice,  if  it  is  not  accurate,  but  it 
indicates  that  the  Universal  Consolidated  Oil  Co.  contributed  $40,000 
to  defeat  the  Atkinson  bill,  and  from  the  chart  that  I  have  before  me 
covering  the  period  of  1937,  1938,  and  1939,  into  July,  it  would  seem 
that  at  one  point  this  company  seems  to  have  gone  nearly  182  or  more 
percent  above  the  allotment  that  had  been  granted  to  it  by  the  central 
committee. 

Mr.  Morton.  I  have  told  you  there  were  others. 

Mr.  WoLVERTON.  Can  you  give  me  the  names  of  the  others? 

Mr.  Morton.  Well,  I  do  not  represent  that  company,  sir.  I  think 
that  you  will  find  the  same  thing  was  true  after  the  allotment  was 
adopted  and  during  the  fight  on  this  bill,  that  actually  while  they  were 
contributing  their  money  to  the  fight  they  were  curtailing  their  large 
wells  to  the  allotment.  So  it  does  not  follow  from  your  statement  that 
they  were  putting  up  that  money  because  they  wanted  to  continue  to 
produce  excessively,  because  that  is  not  true. 

Mr.  WoLVERTON.  I  am  merely  stating  the  facts.  We  can  draw  from 
them  such  inferences  as  we  think  they  will  justify. 

Air.  Morton.  Oh,  yes.  I  can  take  the  same  period  of  time  and 
show  you  where  many  who  favored  the  bill  likewise  overproduced, 
and  maybe  that  was  the  reason  that  they  favored  it,  because  they  had 
overproduced,  made  their  money,  and  then  wanted  to  stop  others, 

Mr.  WoLVERTON.  You  stated  that  you  knew  of  a  lot  more.  Do  you 
want  to  give  the  names  of  the  others  you  had  in  mind  when  you  said 
that  there  were  a  lot  more? 

Mr.  Morton,  Wliat  was  the  particular  time? 

Mr.  Wolverton.  This  covers  1937,  1938,  and  1939  up  to  July. 

Mr.  Morton.  Well,  I  will  if  you  wish.  We  were  given  a  chart,  for 
example,  on  the  Barnsdall  Oil  Co. 

Mr.  WoLVERTON.  I  do  not  remember  that  name  offhand. 

Mr.  Morton.  I  did  not  bring  that  into  the  room  with  me.  That  is 
one  of  the  proponents  of  the  Atkinson  bill.  We  were  given  the  Getty 
production. 

Mr.  Wolverton.  That  is  what  you  had  in  mind? 

Air.  AIoRTON.  No.  I  had  the  Universal  in  mind,  and  I  named  that, 
although  there  were  others  on  the  other  side  of  the  fight.  I  think 
that  you  will  find  most  of  them  have  gotten  religion,  if  I  may  use  that 
expression,  and  have  been  helping  very  much  since.  I  do  not  want  to 
be  put  in  the  position  of  standing  here  and  throwing  bricks  at  my 
friends  in  the  oil  industry. 

Air.  Wolverton.  I  understand. 

Air,  AIoRTON.  I  am  perfectly  willing  to  give  you  the  names  of 
others  on  the  other  side  of  the  political  battle. 

Air.  Wolverton.  The  chart  I  have  before  me  now  would  indicate 
that  in  1938  the  Elk  Hills  Field  had  an  excess  production  over  the 
allotment  of  29.1  percent;  Kettleman  North  had  an  increase  of  2.1 
percent;  Lakeview  had  23.9  percent;  Rincon  had  an  increased  produc- 
tion over  allotment  of  30.6  percent;  the  Ventura  Avenue,  6.4  percent; 
the  Dominguez   18  percent;  Huntington  Beach,  new,  24.1  percent; 
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Long  Beach,  19.7  percent;  Rosecrans,  Athens,  89  percent;  Santa  Fe 
Springs,  9.8  percent;  Wilmmgton,  47.3  percent.  I  have  the  figures 
also  for  1939,  and  calling  them  in  the  same  order,  they  show  an 
increase  of  35.1  percent:  2.1,  13.9  percent,  25  percent,  15.4  percent, 
13.4  percent,  25.2  percent,  12.3  percent,  34.8  percent,  6.9  percent, 
14.1  percent. 

Not  a  single  one  of  them  except  the  Kettleman  Hills,  North,  even 
approximated  what  was  allotted.  Percentages  of  increase  run  all  the 
way  from  2  percent  in  the  Kettleman  North  in  1939 — 2.1  percent  in 
1938,  to  89  percent  in  the  Rosecrans,  for  Rosecrans. 

Mr.  Morton.  Do  you  want  me  to  respond  to  that? 

Mr.  WoLVERTON.  The  point  that  I  am  making  is  this:  If  this 
central  committee,  this  voluntary  cooperation  of  oil-producing  com- 
panies, is  so  effectual  as  to  gain  your  favorable  opinion  so  that  you 
recommend  it  to  us  as  a  method  of  production  control  that  makes  un- 
necessary either  Federal  or  State  law,  how  do  you  account  for  the 
fact  that  there  seems  to  be  these  violations? 

Mr.  Morton.  Shall  I  make  a  response  to  that? 

Mr.  WoLVERTON.  Yes. 

Mr.  Morton.  I  have  given  you  authentic  figures  on  allowable 
production  for  the  last  year,  and  taking  that  excess  over  the  entire 
State,  you  will  find  it  is  less  than  3  percent.  I  do  not  know  the  source 
of  your  figures.  I  have  never  seen  them.  I  do  not  know  where  you 
got  them.  I  do  not  know  who  compiled  them.  But  I  do  know  my 
figures  are  accurate.  And  a  reconciliation  between  the  two  obviously 
cannot  be  made  until  I  have  studied  your  figures. 

Let  me  say  this — because  I  see  that  Mr.  Chairman  is  about  ready 
to  adjourn,  he  has  turned  out  his  light — the  Kettleman  Hills  situa- 
tion has  been  a  most  sore  spot  in  the  industry  and  you  will  hear  more 
on  that.  That  situation  has  been  straightened  out,  I  believe,  or 
largely  so,  and  that  is  one  reason  that  we  are  functioning  better. 

But  before  we  go,  sir — I  take  it,  Mr.  Chairman,  that  you  are  about 
to  adjourn  until  tonight — I  have  a  slip  of  paper  here  and  I  wanted 
to  correct  a  statement  of  the  Governor's.  The  indictments  to  which 
he  referred  as  having  been  recently  returned  have  nothing  to  do 
with  the  production  of  oil — or  the  producers  of  oil,  rather.  Those 
indictments  were  against  certain  refining  companies  and  related  to 
alleged  violations  of  the  Sherman  antitrust  law  with  respect  to  alleged 
fixing  of  prices  of  retail  gasoline,  I  believe.  It  had  nothing  to  do 
with  the  production  of  oil.  I  was  asked  by  someone  in  the  audience 
to  make  that  correction.  Apparently  some  producer  did  not  want  to 
be  maligned. 

Mr.  Cole.  Mr.  Morton,  there  might  be  some  additional  questions 
at  8  o'clock.     We  will  recess  until  8  o'clock. 

(An  adjournment  was  taken  to  8:00  p.  m.  of  the  same  dav,  July 
16,  1939.) 


PETROLEUM  INVESTIGATION 


TUESDAY,  JANUARY    16,    1940 

House  of  Reiresentatives, 
Subcommittee  of  the  Committee  on 

Interstate  and  Foreign  Commerce, 

Los  Angeles,  Calif. 

Mr.  Cole.  All  right,  gentlemen.  The  committee  will  come  to 
order,  please.     Mr.  Morton. 

Mr.  Morton.  Yes,  sir;  Mr.  Chairman  and  members  of  the  com- 
mittee. I  was  asked  to  put  this  contrivance  around  my  neck.  [Refer- 
ring to  microphone.]  I  don't  know  whether  it  is  because  I  am  about 
to  be  hung  or  to  help  others  here.  It  has  been  knocked  on  the  floor 
twice  since  being  put  up  here  so  probably  it  is  out  of  order.  Let  us 
see  if  they  can  hear  me  without  it.     I  will  try  to  make  them  hear  me. 

I  wonder  before  we  resume  if  I  might  supplement  one  matter  we 
were  talking  about  this  afternoon  and  that  is  the  possible  implication 
from  some  questions  that  the  Superior  Oil  Co.'s  contribution  to  the 
referendum  campaign  might  have  been  because  they  desired  to  over- 
produce. Someone  has  supplied  me  with  figures  showing  the  percent- 
age of  overproduction  of  that  company  for  a  longer  period  than  you 
referred  to,  and  starting  in  June  we  find  that  overproduction  is  two 
and  a  fraction  percent  whereas  previously  it  had  been  twenty-some 
percent,  and  it  continues  at  a  very  low  rate  for  the  balance  of  the  year, 
and  I  am  informed  one  reason  that  there  would  be  always  some  over- 
production of  that  company  would  be  they  are  constantly  bringing  in 
new  wells  and  establishing  the  potentials  of  those  new  wells,  and  that 
would  result  in  that  situation.  The  same  is  true  of  Universal,  their 
excess  production  according  to  the  report  furnished  me  from  the 
umpire's  office  dropped  materially  in  June  of  last  year,  and  as  I  stated, 
gentlemen,  I  do  not  think  it  is  a  fair  implication  to  say  that  those  two 
companies  were  putting  up  money  for  this  bill  in  order  to  overproduce. 
They  did  just  the  opposite,  and  I  know  it  was  a  case  of  the  uniform 
method  of  allotment  which  will  be  described  to  you  by  the  next  witness. 

I  am  ready,  gentlemen,  for  any  further  questions. 

Mr.  Wolverton.  I  do  not  wish  to  prolong  the  discussion,  but  in 
view  of  the  fact  you  have  opened  it  I  feel  I  should  call  your  attention 
to  the  fact  that  the  difference  in  percentage  between  production  and 
the  allowable  was  definitely  changed  at  the  time  the  Atkinson  bill  was 
before  the  legislature.  That  applies  not  only  to  the  Superior  Co. 
but  the  others  as  well.  The  inference  might  be  drawn  from  it,  that 
with  the  pendency  of  the  bill  it  was  thought  advisable  to  keep  the 
production  and  allotment  more  nearly  in  accord  than  it  had  been 
previously. 

Mr.  Morton.  If  that  be  the  answer,  and  I  do  not  believe  it  hardly 
is,  then  the  introduction  of  the  bill  certainly  served  a  good  purpose, 
but  I  certainly  think  you  will  find  otherwise. 
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Mr.  WoLVERTON.  Othonvise,  the  diftVrenco  between  production 
and  allotment  would  have  continued  if  the  bill  had  not  been  intro- 
duced? 

Mr.  Morton.  It  has  continued  without  the  bill,  sir. 

Mr.  WoLVERTON.  Do  you  have  the  figures  that  will  show  that? 

Mr.  Morton.  Oh,  yes;  they  will  be  all  presented  to  you  in  due  time. 
Anything;  else,  gentlemen? 

Chairman  Cole.  I  think  that  is  all,  Mr.  Morton.     Thank  you. 

Mr.  Morton.  T  want  to  thank  you  gentlemen  for  your  courtesy,  and 
I  am  sure  that  all  of  us  here  appreciate  the  fact  that  the  committee 
has  come  this  far  to  hear  representatives  of  this  industry.  Some  of  us 
had  expected  to  be  called  upon  to  make  the  trip  East,  and  of  course 
you  have  saved  us  a  lot  of  trouble. 

Mr.  Wolverton.  Mr.  Morton,  I  gathered  from  your  remarks  when 
you  first  spoke  to  the  committee  that  there  was  an  intention  upon 
3^our  part  to  make  some  reference  to  the  suggestion  that  there  was  a 
violation  of  the  antitrust  statutes  by  the  agreement  among  producers 
to  limit  production 

Mr.  Morton.  Oh,  yes;  you  made  that  possible  suggestion,  I  believe, 
in  talking  to  the  Governor,  wasn't  it?  You  asked  the  question,  I 
believe,  in  talking  to  Governor  Olson  of  a  possible  violation  of  the 
antitrust  laws  in  connection  with  any  voluntary  reduction  we  might 
have  by  way  of  agreement.  I  do  not  want  to  offer  an  opinion  unsolic- 
ited, but  if  you  care  for  my  opinion,  I  have  one. 

Mr.  Wolverton.  I  thought  it  was  your  intention  to  make  some 
reference  to  it. 

Mr.  Morton.  I  did.  These  indictments,  sir,  were  not  of  producers, 
or  because  of  the  production  of  oil. 

Mr.  Wolverton.  I  know  that. 

Mr.  Morton.  Well,  the  Governor  did  not  know  it,  and  I  wanted 
to  clarify  that  and  on  the  question  of  the  violation  of  the  Sherman 
antitrust  law,  for  what  my  opinion  may  be  worth,  and  I  have  given 
it  some  thought,  I  do  not  believe  there  is  anything  in  our  method  of 
production  or  our  central  committee  which  would  be  a  violation  of 
those  laws,  but  I  know  you  are  not  interested  in  my  legal  opinion  on 
the  subject. 

Mr.  Lea.  Mr.  Chairman? 

Chairman  Cole.  Mr.  Lea. 

Mr.  Lea.  Mr.  Morton,  you  referred  to  a  court  decision  holding  a 
pipe  line  is  not  a  common  carrier.  Is  it  convenient  to  give  us  a 
reference  to  that? 

Mr.  Morton.  It  is  in  163  Cal.,  I  beheve;  I  will  hand  it  to  you  in 
the  morning;  I  am  not  one  of  the  attorneys  who  can  carry  decisions 
in  their  head.  Associated  Pipe  Line  against  somebody.  1  will  hand 
it  to  you  in  the  morning. 

Mr.  Lea.  May  I  ask  if  that  question  has  ever  come  up? 

Mr.  Morton.  No,  it  has  not.  There  has  been  no  suggestion  of  it 
until  you  suggested  it  today,  and  I  might  say  that  we  have  had  lots 
of  Federal  investigators  out  here  on  such  questions  for  some  years 
and  they  didn't  bring  it  out,  but  I  had  it  suggested  to  me  last  spring 
and  I  went  into  it  then  with  the  knowledge  that  I  had  and  was  very 
much  of  the  opinion  that  there  was  nothing  within  the  process  that 
could  have  been  that  description.  Of  course,  I  may  be  wrong.  Of 
course,  I  often  have  been  in  legal  matters. 
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Mr.  WoLVERTON.  I  have  seen  cases  where  prosecutions  were  com- 
menced and  it  seemed  to  me  there  was  less  than  in  the  case  that  we 
have  here. 

Mr.  Morton.  We  know,  imfortunately,  that  there  are  certain 
grouncUess  prosecutions,  and  there  is  no  escape  from  it,  because  minds 
differ. 

Mr.  WoLVERTON.  I  am  not  speaking  of  groundless  cases. 

Mr.  Morton.  By  "groundless"  I  mean  held  to  be  groundless  by 
courts  in  the  ultimate  decisions. 

Mr.  WoLVERTON.  I  had  in  mind  cases  where  the  defendant  had 
agreed.  It  seems  to  me  there  is  not  a  great  deal  of  difference  be- 
tween some  of  the  cases  that  I  have  come  in  contact  with  and  this 
particular  instance. 

Mr.  Morton.  Anything  further,  gentlemen? 

Mr.  Cole.  I  think  that  is  all,  Mr.  Morton. 

Mr.  Morton.  Thank  you. 

Mr.  Cole.  Wlio  is  the  next  witness,  Mr.  Morton? 

Mr.  Morton.  I  believe  Mr.  Vander  Leek,  who  is  chairman  of  the 
Central  Committee  of  California  Oil  Producers,  and  he  should  be  our 
next  witness,  I  think,  and  that  is  the  general  understanding  of  all 
people  present. 

STATEMENT  OF  LAWRENCE  VANDER  LECK,  CHAIRMAN,  CENTRAL 
COMMITTEE,   CALIFORNIA  OIL  PRODUCERS 

Mr.  Vander  Leck.  Mr.  Chairman,  and  members  of  the  committee, 
my  name  is  Lawrence  Vander  Leck.  I  am  chairman  of  the  Central 
Committee  of  California  Oil  Producers,  and  vice  president  of  the 
Fullerton  Oil  Co.,  an  independent  company,  which  has  produced  oil 
in  California  for  40  years.  I  have  been  engaged  in  the  production 
end  of  the  oil  industry  for  some  25  years.  Together  with  L.  L. 
Aubert,  chairman  of  the  allocation  committee  of  the  central  com- 
mittee, and  Mr.  J.  R.  Pemberton,  oil  umpire  for  the  central  com- 
mittee, and  I  am  trying  to  give  you  a  picture  of  California's  method 
in  obtaining  conservation  and  the  elimination  of  waste  and 

Mr.  Cole.  Mr.  Morton,  does  your  testimony  include  all  the 
independent  consumers'  association  desires  to  present? 

Mr.  Morton.  Yes;  that  was  one  reason  that  I  prolonged  it.  You 
may  hear  from  any  of  the  rest  that  you  desier,  but  they  asked,  in 
view  of  the  time  that  I  was  consuming,  that  I  appear  for  Mr.  Hines 
and  Mr.  Fenton. 

Calii'ornia  has  no  State  regulatory  body  in  regard  to  the  production 
of  oil,  but  it  has  a  law  which  prohibits  the  waste  of  gas;  conservation, 
and  proration  are  obtained  through  a  voluntary  committee  of  opera- 
tors known  as  Central  Committee  of  California  Oil  Producers.  We 
are  authorized  by  this  committee  to  present  here  the  facts,  history, 
functions,  and  operations  of  the  central  committee  and  its  conserva- 
tion program.  In  order  to  save  repetition  and  bring  the  facts  clearly 
before  you,  with  the  permission  of  your  committee  I  should  like  to 
present  our  picture  in  the  following  manner: 

I  will  first  give  a  brief  outline  of  the  situation  dealing  with  the 
history  of  our  curtailment  efforts,  our  aims,  the  make-up  of  the 
voluntary  organization,  and  the  results  obtained  to  date.  Mr. 
Aubert  will  present  the  details  of  how  we  allocate  the  oil  among  the 
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various  operators,  and  the  conservation  results  obtained  by  these 
methods.  Mr.  Pemberton  will  explain  the  duties  and  functions  of 
the  oil  umpire's  office. 

There  will  be  also,  in  addition  to  our  delegation,  a  number  of  inde- 
pendent operators  who  will  give  in  detail  the  value  of  the  present 
voluntary  curtailment  system. 

Voluntary  curtailment  started  in  April  1929 — I  might  ask  the 
committee  here  if,  in  view  of  the  fact  that  there  are  others  to  follow 
who  will  review  the  matter  in  more  detail,  I  should  like  the  privilege, 
when  questions  are  asked,  of  referring  them  to  the  member  of  our 
delegation  who  has  that  particular  subject  to  discuss.  This  is  in 
order  to  save  repetition? 

Voluntary  curtailment  started  in  April  1929.  All  curtailment 
efforts  in  California  have  been  voluntarv  except  for  the  period  of  the 
N.  I.  R.  A.,  which  was  from  September  1933  to  June  1935.  The 
initial  start  was  due  to  wide-open  production  in  the  highly  prolific 
and  competitive  fields  in  the  Los  Angeles  Basin,  notably  Santa  Fe 
Springs  and  Signal  Hill,  which  resulted  in  piling  up  in  storage  of  over 
187,000,000  barrels  of  petroleum  products.  When  I  refer  to  storage 
I  am  referring  to  all  petroleum  products.  A  fair  working  storage  we 
estimate  today  to  be  about  140,000,000  barrels.  These  first  efforts 
and  those  which  followed  up  to  1936  were  directed  to  restricting 
production  to  demand  and  liquidating  the  excessive  surface  waste  of 
too  large  a  storage.  These  efforts  in  an  over-all  picture  were  success- 
ful, production  being  reduced  from  878,000  barrels  daily  in  August 
1929  to  532,000  barrels  daily  in  January  1931.  By  the  end  of  1931 
production  fell  to  502,000  barrels  daily,  and  in  the  2K-year  period 
storage  dropped  14,000,000  barrels.  In  1932  production  averaged 
483,000  barrels  daily  and  storage  was  reduced  1,400,000  barrels. 
The  period  from  1929  to  1933  was  characterized  in  its  method  of 
procedure  by  having  altogether  five  different  committees,  which 
functioned  at  various  times,  in  charge  of  the  curtailment  program, 
and  four  different  umpires.  In  the  beginning  the  curtailment  com- 
mittee was  appointed  by  those  interested  in  the  program,  comprising 
the  major  oil  companies,  together  with  the  larger  and  more  substantial 
independents,  and  the  burden  of  curtailment  was  borne  by  these.  At 
various  times  the  committee  was  made  up  solely  of  independent 
operators — the  major  companies  not  participating  in  the  functions  of 
the  committee,  but  bearing  a  substantial  burden  of  the  curtailment. 
There  was  no  uniform  method  of  procedure,  and  many  fields  and  a  large 
percentage  of  the  operators  did  not  participate  at  all  in  the  curtailment 
efforts.  However,  at  the  end  of  the  priod,  about  1933,  it  became 
apparent  to  those  who  had  made  a  study  of  the  situation,  and  to 
many  operators,  that  curtailment  was  paying  dividends  other  than 
the  elimination  of  excess  storage,  in  that  certain  fields  which  were 
curtailing  and  observing  proper  gas-oil  ratios  had  arrested  to  a  marked 
degree  their  decline,  and  it  was  evident  that  they  would  obtain  a 
greater  ultimate  recovery  in  contrast  with  the  previously  wide-open 
fields  and  production  methods. 

In  June  1933  a  committee  was  organized  on  which  the  present  sys- 
tem is  based,  that  is  the  State  was  divided  into  districts  and  each 
district  elected  a  field  committee  by  the  individual  vote  of  the  operator. 
The  various  field  chairmen  forming  the  central  committee,  together 
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with  the  oil  umpire,  was  the  governing  party.  Both  major  and  inde- 
pendent operators  participated  in  the  personnel  of  this  committee. 
In  September  1933  the  petroleum  administrator,  the  Honorable 
Harold  L.  Ickes,  under  the  N.  I.  11.  A.  took  over  and  appointed  the 
central  committee  as  a  Federal  agency.  During  the  N.  1.  R.  A.  the 
central  committee  acted  largely  as  an  advisory  body,  the  petroleum 
administrator  centering  the  authority  in  his  own  hands.  The  over-all 
picture  was  good.  Production  was  brought  down  to  480,000  barrels 
daily  and  some  30,000,000  barrels  of  oil  was  taken  out  of  storage. 
The  average  overproduction  above  the  authorized  schedule  was  2 
percent.  In  May  1935  the  N.  I.  R.  A.  was  declared  unconstitutional 
and  there  was  a  question  of  doubt  as  to  who  should  carry  on  the  cur- 
tailment program  in  California,  and  from  June  1935  until  February 
1936  three  different  committees  in  addition  to  the  central  committee, 
tried  to  straighten  out  the  situation,  without  success,  and  the  central 
committee  finally  suspended  operations.  Production  went  up  from 
495,000  barrels  daily  to  680,000  barrels  daily  and  storage  was  in- 
creased by  15,500,000  barrels.  In  January  1936  the  operators  of  the 
State  called  upon  the  central  committee  to  resume  its  functions,  which 
it  accordingly  did,  and  production  was  reduced  in  2  months  from 
680,000  barrels  daily  to  566,000  barrels  daily,  and  3,500,000  barrels 
were  withdrawn  from  storage  during  1936. 

The  present  central  committee  in  reality  started  in  January  1936 
and  has  functioned  continuously  from  that  time,  with  little  or  no 
change  in  personnel  or  organization.  As  it  is  now  constituted,  the 
central  committee  is  organized  as  follows:.  The  State  is  divided  into 
28  districts;  in  some  cases  a  district  will  consist  of  several  fields  and 
in  others  of  only  one  field,  depending  upon  the  size  of  the  field.  We 
try  to  keep  an  average  of  approximately  22,000  barrels  of  allotment  per 
district.  In  each  district  a  field  committee  is  elected,  varying  in  size 
from  5  to  22  members  each,  depending  upon  the  number  of  operators 
in  the  district.  Each  operator  in  the  district  has  one  vote,  regardless 
of  his  production  in  barrels.  The  chairman  of  the  28  district  com- 
mittees constitute  the  central  committee,  together  with  three  repre- 
sentatives at  large  from  the  three  geographical  divisions  of  the  State 
who  are  elected  by  the  central  committee  itself.  The  central  com- 
mittee is  the  governing  body  in  regard  to  conservation  and  proration. 

The  central  committee  has  a  chairman  and  employs  the  oil  umpire. 
It  has  various  standing  committees,  the  most  important  of  which  is 
the  allocation  committee  of  which  Mr.  Aubert  is  chairman,  and  whose 
function  is  to  calculate  and  recommend  the  allocation  of  oil  to  the 
various  wells  and  fields,  and  study  methods  for  the  elimination  of 
waste. 

Elections  are  held  annually.  The  committee  meets  regularly  once 
each  month  and  at  such  other  times  as  conditions  warrant.  At  its 
regular  meetings  the  central  committee  hears  the  reports  of  its  sub- 
committees and  its  chairman,  sets  the  State  quota  for  the  ensuing 
month,  and  instructs  its  chairman  and  subcommittees  as  to  the  future 
work.  It  is  the  duty  of  each  committeeman  to  report  back  to  his  field 
committee  and  the  operators  within  his  district  all  pertinent  informa- 
tion relative  to  the  actions  of  the  central  committee. 

The  committee  is  supported  by  a  voluntary  assessment  on  produc- 
tion   which    amounts    to    1%   mills   per    barrel,    which    covers    the 
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expenses  of  the  committee.  Eighty-four  percent  of  the  barrelage 
of  the  State  pays  the  assessment,  the  16  percent  who  do  not  pay 
consist  principally  of  small  stripper  well  operators  who  are  not 
asked  to  curtail.  We  have  46  employees,  and  this  is  supplemented 
from  time  to  time  by  drafting  expert  engineers  from  the  various 
companies  to  help  us  work  out  our  special  problems.  We  have  a 
complete  and  thorough  record  of  statistics  relative  to  the  production  of 
oil  in  California,  which  includes  the  number  of  wells,  the  size  and  depth 
of  the  wells,  production,  potential,  amounts  of  gas  produced,  percent- 
age of  water,  and  we  are  now  building  up  a  record  of  bottom-hole 
pressures.  Our  production  figures  by  wells  are  available  to  us  daily. 
These  records  date  back  for  some  10  years. 

The  figures  of  the  United  States  Bureau  of  Mines  are  used  in 
general  as  a  basis  for  our  State  quota.  We  have  a  flexible  organization 
and  allocation  formula,  and  while  the  majority  rules  in  the  committee, 
we  endeavor  and  have  succeeded  in  nearly  all  cases  in  having  practi- 
cally a  unanimous  consent  on  our  decisions.  It  is  our  aim  to  reduce 
production  to  demand,  to  eliminate  excessive  storage  and  subsurface 
waste  in  the  individual  fields  and  wells,  to  consider  the  present 
potential  of  2,500,000  barrels,  the  present  market  demand  of  625,000 
barrels  daily,  and  to  give  to  each  operator  in  the  State  his  equal  share 
based  on  liis  ability  to  produce  relative  to  the  other  wells  in  the  State. 
This  committee  at  no  time  has  anything  to  do  with  marketing,  sales, 
or  prices. 

In  1937  production  from  the  first  of  the  year  until  September 
averaged  631,000  barrels  daily  and  during  the  same  period  10,000,000 
barrels  were  withdrawn  from  storage,  leaving  123,000,000  barrels  of 
petroleum  products  in  storage.  Beginning  with  September  oil 
started  running  to  storage  and  continued  until  April  1939;  during  this 
period  40,500,000  barrels  were  run  into  storage  and  the  production 
averaged  647,000  barrels  daily.  This  was  due  largely  to  the  unpre- 
cedented discovery  of  large  and  prolific  fields  in  the  San  Joaquin 
Valley,  and  Wilmington  and  Montebello  in  the  Los  Angeles  Basin, 
A  total  of  some  24  fields  for  a  potentiality  of  1,298,800  barrels  daily 
were  discovered.  The  run  into  storage  was  aggravated  by  reduced 
demand. 

Unlike  similar  situations  prior  to  1929,  these  new  fields  were  de- 
veloped in  an  orderly  manner,  drilling  was  retarded,  wells  were  prop- 
erly spaced,  and  the  average  production  from  these  fields  was  only 
approximately  10  percent  of  their  potentiality.  Our  records  show 
that  in  these  flush  fields  there  was  practically  little  or  no  waste. 

Beghming  with  ^ipril  1939,  although  the  potentiality  of  these  fields 
was  still  increasing,  we  were  able  to  start  reducing  storage,  and  in  the 
period  from  April  until  December  31,  1939,  some  10,500,000  barrels 
were  withdrawn  from  storage.  Our  production  for  December  1939 
averaged  approximately  608,000  barrels  daily  and  during  this  month 
536,000  barrels  were  withdrawn  from  storage.  At  the  same  time  our 
potential  in  the  State  of  California  indicated  that  we  could  produce 
some  two  and  a  half  million  barrels  of  oil  daily.  This  figure  serves 
to  indicate  our  degree  of  curtailment  and  hence  the  elimination  of 
waste. 

Our  chief  problem  today  is  to  reduce  still  further  the  drilling  of 
new  wells,  in  which  we  have  had  marked  success.  In  this  we  are  not 
hampered  by  the  operators  but  the  chief  demand  for  new  drilling 
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comes  from  tlie  land  and  royalty  owners  and  the  small  promoter. 
This  group  sometimes  fails  to  reulize  that  the  excess  drilling  is  an 
economic  waste,  and  at  present  tlie  efforts  of  the  central  committee 
are  directed  to  educating  this  group  and  still  further  reduce  the  num- 
ber of  new  wells  each  month.  At  present  the  overproduction  above 
our  schedules  is  only  10,000  barrels  daily,  this  being  1.6  percent  excess, 
which  is  indeed  an  excellent  record.  It  is  also  some  17,000  barrels 
daily  below  the  present  utilization.  This  condition  gives  us  an  oppor- 
timity  to  reduce  the  storage  which  was  accumulating  during  1938,  and 
which  we  have  now  reduced  by  some  10,500,000  barrels.  This  gives 
us  a  present  storage  of  approximately  152,000,000  barrels.  In  the 
past  the  central  committee  has  been  faced  with  various  problems 
concerning  its  program  and  has  been  able  to  solve  them,  and  we  are 
confident  that  we  will  be  able  to  meet  any  that  should  confront  us 
in  the  future. 

Production  practices  designed  to  eliminate  waste  are  constantly 
improving,  and  in  California  we  are  making  full  use  of  these  practices.. 
I  feel  that  under  our  present  knowledge  of  these  methods  we  have 
eliminated  subsurface  waste  in.  California.  There  are  no  fields  in  the 
State  in  which  the  rate  of  production  is  such  that  it  is  dissipating  tc 
any  degree  the  energy  of  the  reservoir  so  as  to  cause  a  less  ultimate 
recovery.  There  is  no  State  wdiich  has  a  better  record  than  California 
in  eliminating  subsurface  waste,  and  further  improvement  can  come 
about  only  by  further  knowledge  and  not  by  the  passage  of  a  man- 
datory law. 

In  closing  I  would  like  to  contrast  the  years  of  the  early  thirties 
with  today.  Then  we  had  drilling  where  as  many  as  four  wells  were 
located  on  1  acre.  Wells  were  brought  in  and  produced  at  their 
maximum  potential.  The  flowing  life  of  these  wells  can  be  measured 
in  a  few  months.  Today  we  have  well  spacing  in  the  new  fields  of, 
in  a  few.  one  well  to  5  acres,  and  in  most  instances  one  well  to  20 
acres,  wdnch  has  been  arrived  at  by  voluntary  cooperation  and 
asreement  between  the  landowners,  royalty  owners,  and  operators. 
The  new  fields  are  under  constant  and  heavy  curtailment,  with  the 
result  that  after  some  3  years  a  large  portion  of  these  wells  are  still 
flowing. 

Today  in  our  organization  of  the  central  committee  w^e  have  the 
cooperation  of  practically  all  the  operators,  both  majors  and  inde- 
pendents being  fully  represented.  This  was  not  always  true,  but  we 
have  accomplished  this  after  some  10  vears  of  constant  work,  in  which 
the  oil-producing  industry  has  contributed  its  full  share. 

The  central  committee  has  no  power  of  enforcement.  The  strength 
of  this  voluntary  program  of  conservation  lies  in  its  democratic  make- 
up, its  absolute  honesty  and  fairness  in  its  method  of  allocation,  and 
in  its  protection  of  the  small  marginal  well.  These  principles  and 
methods  have  gained  for  it  the  cooperation  of  the  operators  and  the 
people  of  the  State  of  California. 

At  a  meeting  of  the  central  committee  held  on  January  12,  1940, 
a  resolution  was  passed  which  stated  that  the  central  committee  feels 
that  the  State  of  California  would  not  be  benefited  bj^  any  Federal 
control  bill  such  as  the  proposed  House  bill  7372. 

Mr.  Cole.  Take  a  concrete  case:  How^  does  your  group  fimction 
in  prorating  to  the  wells  of  a  definite  field  the  daily  production? 
What  do  you  take  into  consideration?     State  the  mechanics  of  it. 
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Mr.  Vandeb  Leck.  The  mochaiiics  of  it? 

Mr.  Cole.  Yes;  the  mechanics  of  it. 

Mr.  Vander  Leck.  Mr.  Cole,  Mr.  Aiibert  can  give  you  those 
mechanics.  He  is  going  into  that  in  detail,  into  the  mechanics  ojf 
how  we  would  allocate  the  individual  wells,  just  how  we  would  do  it. 
He  has  that  data  and  he  is  the  next  speaker. 

Mr.  Cole.  How  long  have  you  been  building  up  the  record  of 
bottom-hole  pressure  in  the  State? 

Air.  Vander  Leck.  Building  up  the  record  of  bottom-hole  pressure 
has  been  going  on — ^well,  we  started  8  or  9  months  ago,  if  I  am  correct. 
We  went  into  it  thoroughly,  not  only  our  committee,  but  we  drafted 
the  best  minds  from  tlie  various  companies  and  went  over  it  thor- 
oughly, and  we  put  out  the  system  under  wnicli  we  are  operating, 
and  there  again  Mr.  Aubert  will  have  to  go  into  the  detail  on  that. 
That  is  a  part  of  his  functions. 

Mr.  Cole.  Any  questions  by  the  committee? 

Mr.  Lea.  Mr.  Chairman. 

Mr.  Cole.  Mr.  Lea. 

Mr.  Lea.  I  would  like  to  inquire  how  California  has  maintained 
her  relative  production  compared  with  the  total  production  of  the 
Nation. 

Air.  Vander  Leck.  The  relative  production,  in  that  regard,  I  have 
not  any  figures  on  that,  because  I  do  not  know  what  the  production 
has  been  in  Texas  and  the  other  States.     I  cannot  say. 

Mr.  Lea.  Very  well.     That  is  all  I  w^anted. 

Mr.  Cole.  All  right,  Mr.  Vander  Leck. 

Air.  WoLVERTON.  What  is  the  basic  reason  for  your  association 
seeking  to  control  production? 

Air.  Vander  Leck.  The  basic  reason  for  our  efforts  started  out, 
Mr.  Wolverton,  wdiere  we  had  a  wide-open  production.  We  piled  up 
an  excessive  storage.  We  had  a  potential  here  that  was  far  in  excess 
of  the  demand,  and  we  wanted  to  give — that  is  the  idea,  as  I  said 
before — to  give  unto  each  operator  in  the  State  his  fair  proportion 
of  that. 

Mr.  Wolverton.  Wliy  did  you  seek  to  hold  your  production  to 
what  you  considered  to  be  the  demand? 

Mr.  Vander  Leck.  That  was  according  to  the  United  States 
Bureau  of  Alines  figures 

Air.  Wolverton.  Why  did  you  think  it  advisable  to  keep  your 
production  within  the  demand? 

Mr.  Vander  Leck.  Within  the  demand? 

Air.  Wolverton.  Yes;  or  within  what  you  considered  to  be  the 
demand. 

Air.  Vander  Leck.  We  felt  that  was  the  proper  thing  to  do,  that, 
as  I  said,  after  the  production  equaled  the  demand 

Mr.  Wolverton.  WTiy? 

Air.  Vander  Leck.  If  we  exceeded  the  demand  we  were  putting  it 
into  storage,  putting  into  storage  a  tremendous  amount  of  oil,  just 
wasteful  product — wasteful  methods,  rather,  I  should  say,  when  it 
goes  into  storage.  There  is  a  certain  amount  that  evaporates.  The 
best  place  to  store  oil  is  in  the  ground,  and  take  it  out  when  it  is 
necessary. 
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Mr.  WoLVERTON.  Wh.y  would  the  company  produce  more  than  it 
has  a  demand  for,  which  you  say  necessitates  it  being  placed  into 
storage  and  resulting  in  a  loss,  why  would  the  company  produce  more? 

Mr.  Vander  Leck.  Wliy  would  the  company  produce  more?  I  do 
not  know. 

Mr.  WoLVERTON.  In  other  words,  you  want  limitation  of  production 
so  as  to  save  waste  or  surplus.  Why  wouldn't  the  economic  penalty 
attached  to  the  production  of  more  than  a  man  could  sell  be  sufficient 
in  itself  to  keep  him  within  the  bounds  of  demand? 

Mr.  Vander  Leck.  Probably  would. 

Mr.  WoLVERTON.  Then  why  did  you  have  an  organization  to  do 
that? 

Mr.  Vander  Leck.  To  divide  up  the  supply  equally.  I  can 
readily  conceive  where  several  fields  in  California  if  produced  wide- 
open  could  supply  the  demand  and  the  rest  of  us  would  have  no  place 
in  the  picture.  We  try  to  divide  up  the  market  demand  based  on  the 
Bureau  of  Mines'  estimate,  which  we  have. 

Mr.  WoLVERTON.  Were  you  fearful  of  the  effect  a  surplus  would 
have  upon  price  structure? 

Mr.  Vander  Leck.  Mr.  Wolverton,  in  producmg,  production  to 
demand  unquestionably  to  a  certain  extent  does  affect  the  price 
structure.     There  is  no  question  about  that. 

Mr.  Wolverton.  I  am  glad  to  hear  you  speak  so  frankly. 

Mr.  Vander  Leck.  But  that  is  not  all.  There  are  ramifications  in 
the  marketing  industry  into  which  we  do  not  go,  that  I  believe,  in  my 
opinion,  control.  Now,  under  this  voluntary  system  we  cannot  have 
a  shut-down,  bring  supply  below  the  demand.  It  might  be  so  where 
it  was  mandatory  or  everybody  forced  to  do  that,  but  under  this 
voluntary  system  I  don't  believe  we  could  so  so. 

Mr.  Wolverton.  Then  your  real  purpose  was  to  stabilize  price? 

Mr.  Vander  Leck.  That  is  a  part  of  it,  and  the  other  in  my  own 
mind  and  in  the  mind  of  the  central  coinmittee  as  important,  was  to 
give  each  one  of  us  our  fair  share  of  the  output. 

Mr.  Wolverton.  In  stablizing  prices  at  a  fictitious  level — I  say 
"fictitious"  because  it  would  seem  to  me  to  be  such  unless  there  was  a 
free  working  of  the  law  of  supply  and  demand — what  would  be  the 
effect  as  to  the  consumer? 

Mr.  Vander  Leck.  My  opinion  is  this:  That  the  law  of  supply  and 
demand  worked  here  because  at  no  time  did  that  bring  down  produc- 
tion where  it  was  at  such  a  point  that  it  created  a  shortage  of  oil. 
People  were  free  to  produce  and  I  believe  the  law  of  supply  and 
demand  was  in  full  action. 

Mr.  Wolverton.  That  is  a  very  simple  principle.  Isn't  it  gen- 
erally recognized  that  the  more  there  is  of  a  commodity  the  cheaper 
the  price  will  be  to  the  consumer? 

Mr.  Vander  Leck.  Possibly,  yes. 

Mr.  Wolverton.  Then  it  would  seem  to  limit  the  amount  that 
would  be  available  to  the  consumer; the  result  would  be  necessarily  a 
rise  iu  the  price  to  the  consumer? 

Mr.  Vander  Leck.  In  my  opinion,  no,  because  I  believe  we  at  all 
times  had  sufficient  oil  to  meet  the  demand.  When  you  go  above 
meeting  the  demand,  you  are  simply  putting  more  oil  in  storage  and 
that  constitutes  a  waste. 
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Mr.  WoLVERTON.  Demand  seems  to  me  to  depend  to  a  very  large 
extent  upon  the  price.  If  gas  and  oil  were  cheap  in  all  probability 
there  would  be  a  greater  demand  for  it  than  if  there  was  a  fictitiously 
high  price  charged  for  it,  and  when  you  say  the  demand  was  supplied, 
it  may  be  that  the  demand  was  supplied  at  the  price  at  which  it  was 
stabilized,  but  my  point  is  by  the  mere  stabilization  and  the  limitation 
of  production  you  have  fixed  a  fictitious  demand  at  the  price  at  which 
you  thought  would  get  the  best  results. 

Mr.  Vander  Leck.  Mr.  Wolverton,  as  I  said  before,  the  central 
committee  does  not  enter  into  prices,  marketing  or  sales;  we  did  just 
the  one  thing. 

Mr.  Wolverton.  It  might  not  be  necessary  to  do  that.  When 
you  limit  the  amount  of  a  commodity  that  is  available,  then  you  can 
let  the  law  of  supply  and  demand  take  its  course  to  a  very  \arge  extent, 
because  the  price  wiJl  depend  on  the  amount  of  supply  that  there  is  for 
the  demand.  Is  there  any  doubt  at  all  that  the  real  purpose  is  to 
stabilize  the  industry? 

Mr.  Vander  Leck.  Mr.  Wolverton,  as  we  have  gone  along  here,  I 
believe,  in  the  early  days  when  we  had  that  excessive  storage  that  I 
pointed  out  to  you,  and  also  as  I  pointed  out  to  you  since  that  time,  a 
large  function  of  the  central  committee  has  been  to  eliminate  waste. 
We  are  all  good  businessmen.  We  want  to  get  every  last  barrel  of  oil 
out  of  the  ground.  If  we  don't,  why  we  lose  that  much.  Now,  I  feel 
that  a  great  part  of  the  work  of  the  central  committee  has  been  to 
eliminate  that  waste,  and  as  I  say — as  I  see  it,  when  we  supply  the 
market  demand  w^e  are  in  effect  stabilizing  the  price  to  a  certain  extent. 
Mr.  Wolverton.  Wlien  you  speak  of  a  waste  of  oil,  3^ou  mean  an 
amount  that  is  in  excess  of  immediate  demand? 
Mr.  Vander  Leck.  That  is  right. 

Mr.  Wolverton.  Wliy  does  that  become  waste?    Itis  not  destroyed. 
Mr.  Vander  Leck.  No,  it  is  not  destroyed. 

Mr.  Wolverton.  If  you  were  speaking  of  vegetables  you  produced, 
and  there  was  no  immediate  demand,  then,  of  course,  the  natural  con- 
sequence would  be  wastage  because  of  the  physical  character  of  the 
commodity,  but  that  is  not  true  as  to  oil. 

Mr.  Vander  Leck.  It  is  wastage  to  this  extent,  it  goes  into  storage; 
the  best  place  to  store  it  is  in  the  groimd ;  you  have  to  put  money  into 
building  storage.  Possibly  in  the  ultimate  that  is  going  to  raise  the 
price  to  the  consumer.  That  is  because  the  operator  has  to  build  more 
storage  and  pay  cash  for  it.  There  are  a  certain  amount  of  losses,  and 
even  from  the  producer's  angle,  I  feel  it  shoidd  be  kept  in  the  ground. 
Mr.  Wolverton.  They  are  all  elements  that  would  necessarily 
have  to  be  taken  into  consideration,  but  if  you  produce  more  oil  than 
there  is  a  demand  for,  you  soon  know,  as  a  producer,  that  you  have  oil 
that  you  cannot  dispose  of,  and  then  you  curtail  your  production. 
That  seems  to  be  the  natural  way  of  supplying  demand,  but,  bv  limi- 
tation of  production  by  agreement  among  producers  you  fictitiously 
fix  what  the  production  is  to  be.  You  might  be  right  or  w^rong,  as  to 
what  the  demand  is  to  be,  but  you  attempt  to  fix  it  at  what  you  think 
is  a  reasonable  demand  for  the  oil.  I  am  asking  you  wli ether  or  not 
you  have  not  thereby  necessarily  fixed  the  price  for  the  consumer? 
Mr.  Vander  Leck.  We  have  to  a  certain  extent. 
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Mr.  WoLVERTON.  If  that  be  true,  why  isn't  a  consumer  entitled  to 
some  representation  on  any  board  or  body  that  fixes  the  Hmit  of 
production? 

Mr.  Vander  Leck.  If  the  State  would  like  a  consumer  on  the 
committee,  I  am  sure  our  members  would  like  to  have  him  there. 
This  is  a  voluntary  thing 

Mr.  WoLVERTON.  Maybe  the  association  would  not  agree  with  you 
about  that  as  readily  as  you  tJiink  it  would. 

Mr.  Vander  Leck.  This  is  purely  voluntary.  Nobody  has  to  do 
anything. 

Mr.  WoLVERTON.  I  understand  that 

Mr.  Vander  Leck.  But  I  feel 

Mr.  Wolverton.  Mnny  times  associations  of  men  have  been 
entirely  voluntary  but  it  hasn't  been  in  the  interest  of  the  public,  what 
they  have  agreed  between  themselves  to  do.  Oil  is  a  great  natural 
resource  and  it  is  irreplaceable  and  for  that  reason  should  be  con- 
served. I  am  thereby  putting  control  of  production  on  a  much 
stronger  basis  of  justification  than  you  have  put  it  before,  but,  it  seems 
to  me  that  inasmuch  as  it  affects  the  consumer's  interest  so  vitally  he 
has  a  right  to  have  some  representation  in  any  limitation  production 
of  any  vital  commodity,  especially  as  important  to  his  welfare  as  oil. 

Mr.  Vander  Leck.  Well,  I  tried  to  make  it  plain  to  you  that  in 
California  w^e  are  conserving  our  oil.  I  think  that  our  record  in  that 
is  good  and  that  it  will  be  available  in  years  to  come  to  the  consumer 
and  the  State.  We  have  gone  along  and  have  advanced  in  that  way, 
and  we  are  today  not  willfully  wasting  that  oil. 

Mr.  Wolverton.  Your  conservation  statute  only  applies  to  gas; 
isn't  that  so? 

Mr.  Vander  Leck.  Yes. 

Mr.  Wolverton.  Why  aren't  you  willing,  if  you  are  so  anxious  to 
conserve,  to  go  as  far  as  other  States  have  gone? 

Mr.  Vander  Leck.  We  have  come  along  since  1929  in  the  opera- 
tion, and  we  have  felt  that  we  could  do  a  better  job  of  conserving; 
that  is,  the  operators  themselves.  These  conservation  methods  have 
been  developed  by  the  operators  themselves.  There  is  a  feeling  among 
the  operators  that  they  can  best  do  that  themselves. 

Mr.  Wolverton.  Let  me  read  to  you  from  a  magazine  article  by 
Mr.  J.  R.  Pemberton  entitled,  "Ten-year  Record  of  Voluntary  Coop- 
eration in  California,"  in  which  he  says: 

There  have  been  only  two  periods,  1935  and  1938,  durin.a;  which  production 
got  out  of  hand  and  stocks  were  built  up  to  a  high  point.  During  this  9)4  years 
prices  for  crude  have  been  reduced  only  three  times,  in  the  middle  of  1931,  1933, 
and  the  end  of  1935. 

Would  not  that  indicate  to  you,  as  it  certainly  does  to  me,  that  he, 
as  your  umpire  and  spokesman,  was  rather  congratulating  himself  and 
your  organization  that  in  a  period  of  nine  years  and  a  half  there  had 
only  been  three  periods,  1935  and  1938,  during  which  production  got 
out  of  hand,  and  only  three  times,  in  1931  and  1933,  and  at  the  end 
of  1935,  that  the  price  was  reduced?  Wouldn't  it  seem  from  that  to 
be  the  purpose  of  your  organization  to  see  that  there  would  be  no  drop 
in  prices  at  any  time  as  a  result  of  too  great  production? 
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Mr.  Vander  Leck.  Naturally  the  producers  wanted  a  fair  price 
for  their  commodity. 

Mr.  WoLVERTON.  Is  that  the  purpose  for  which  you  have  your 
organization? 

Mr.  Vander  Leck.  Mr.  Wolverton,  I  said  that  that  was  one  of  the 
results  of  it,  but  I  want  to  emphasize  this:  The  main  puipose  of  our 
organization,  as  I  said  in  my  talk  previously,  was  to  get  or  give  every- 
one an  equal  and  fair  share.  Being  a  voluntary  organization,  we  can- 
not manipulate  the  market  or  fix  the  price.  That  is  beyond  our  con- 
trol. I  say  that  to  you  very  frankly;  it  will  break  over  without  our 
efforts.     So  I  do  not  know  how  in  a  voluntary  system  we  can  do  it. 

Mr.  Wolverton.  It  would  seem  to  me  from  the  quotation  that  I 
just  read 

Mr.  Vander  Leck.  I  am  being  frank  with  you,  Mr.  Wolverton. 
Our  action  in  bringing  supply  and  demand  within  reasonable  distances 
of  each  other  has  an  effect  on  the  stabilization  of  the  market. 

Mr.  Wolverton.  You  have  said  that  there  was  no  intention  on 
your  part  to  fix  prices,  and  yet  this  quotation  that  I  have  given  you 
from  the  article  by  Mr.  Pemberton  would  indicate  that  because  of 
your  limitation  of  production  and  the  efficient  manner  in  which  it  had 
been  carried  on,  there  had  been  no  reduction  in  the  price  of  crude 
except  three  times  in  the  years  which  I  have  mentioned.  Wouldn't 
that  seem,  without  making  any  effort  or  taking  any  action  to  fix  prices, 
that  the  limitation  of  production  had  been  sufficient  in  itself  to  stabilize 
the  price? 

Mr.  Vander  Leck.  That  probably  followed,  Mr.  Wolverton. 

Mr.  Wolverton.  That  being  the  case  the  consumer's  interest  is 
affected.  The  consumer,  it  would  seem  to  me,  has  an  interest,  that 
entitles  him  to  right  of  representation.  How  he  can  get  that  repre- 
sentation except  by  legislation,  either  Federal  or  State,  it  is  rather 
difficult  for  me  to  understand.  Tell  me:  Suppose  your  central  com- 
mittee found  it  impossible  to  fix  allotments  that  would  be  respected 
by  the  industry,  then  what  would  you  do  to  make  the  allotments 
effective? 

Mr.  Vander  Leck.  There  is  nothing  we  could  do.  It  is  purely 
voluntary. 

Mr.  Wolverton.  You  have  spoken  of  it  as  being  a  very  desirable 
thing,  and  for  that  reason  you  have  entered  into  this  voluntary  and 
cooperative  effort. 

Mr.  Vander  Leck.  Yes. 

Mr.  Wolverton.  If  that  were  not  possible  the  advantages  would 
still  exist,  would  they  not? 

Mr.  Vander  Leck.  Yes. 

Mr.  Wolverton.  Would  you  want  State  regulation  to  make  possible 
what  you  have  been  unable  to  do  by  your  voluntar}^  organization, 
or  would  you  prefer  Federal  legislation? 

Mr.  Vander  Leck.  I  think  we  would  try  to  work  it  out  among 
ourselves.  It  has  been  the  intent  here  among  operators  that  they 
would  prefer  to  work  this  thing  out  among  themselves  without  any 
regulation . 

Mr.  Wolverton.  That  may  be  true. 

Mr.  Vander  Leck.  Yes. 

Mr.  Wolverton.  I  can  readily  understand  why  you  would  prefer 
that  method.     That  is  looking  at  it  from  your  own  individual  stand- 
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point  and  forgetting  entirely  the  consumer.  But  I  am  presenting 
to  you  a  case  where  your  voluntary  organization,  for  some  reason  or 
other,  should  fail  to  be  effective.  ^Suppose  some  disagreement 
happened  in  the  course  of  months  and  the  organization  should  cease 
to  be  effective.  Would  you  then  knock  at  the  door  of  Congress  for 
legislation  that  would  enable  you  to  have  limitation  of  production  for 
conservation  purposes  or  stabilization  purposes,  or  would  you  knock 
at  the  door  of  State  legislature  for  action,  or  would  you  just  let  it  go 
by  without  any  action. 

Mr.  Vander  Leck.  I  don't  know  what  the  operators  would  do, 
whether  they  w^ould  knock  at  the  door  of  Congress  or  the  State,  or  try 
to  work  it  out  among  themselves.  I  could  not  answer  that.  That 
would  have  to  be  up  to  the  operators. 

Mr.  WoLVERTON.  Do  you  think  there  is  anything  in  the  character 
of  natural  resources  that  gives  the  public  a  right  to  have  some  say  as 
to  what  shall  be  done  concerning  the  production  and  use  of  such? 

Mr.  Vander  Leck.  I  think  that  if  people  who  are  producing  the 
natural  resources,  endeavoring  to  make  a  monopoly  and  to  cause 
prices  to  go  up,  I  think  when  that  condition  arises,  then  that  would 
be  so. 

Mr.  WoLVERTON.  That  condition  does  not  exist  here,  does  it? 

Mr.  Vander  Leck.  It  does  not  exist. 

Mr.  WoLVERTON.  What  would  j^ou  suggest  as  a  means  to  prevent  it? 

Mr.  Vander  Leck.  To  prevent  the  price  going  up  to  the  consumer? 

Mr.  WoLVERTON.  Yes. 

Mr.  Vander  Leck.  If  it  did,  then  we  should  have  Federal  investiga- 
tion or  State  investigation,  or  something  of  that  sort. 

Mr.  WoLVERTON.  Wliat  about  Federal  or  State  legislation? 

Mr.  Vander  Leck.  Yes;  but  as  I  say,  that  condition,  to  my  mind, 
has  not  occurred  to  date. 

Mr.  WoLVERTON.  Well,  you  do  have  a  great  natural  resource  here 
in  the  form  of  oil,  as  do  a  great  many  other  States.  We  think  we 
have  a  great  natural  resource  in  our  State.  We  have  the  Delaware 
River  that  runs  between  Pennsylvania,  Delaware,  and  New  Jersey,  a 
great  natural  resource.  We  do  not  have  control  over  it.  It  is  open 
for  the  benefit  of  the  Nation.  Do  you  think  there  is  any  similarity 
between  that  and  your  situation  here? 

Mr.  Vander  Leck.  No;  frankly  I  do  not. 

Mr.  WoLVERTON.  Yours  is  in  private  hands  and  you  seek  to  con- 
trol it  in  a  way  that  is  for  your  own  interest  and  hope  it  won't  be 
harmful  to  the  consuming  public,  the  general  public.  New  Jersey 
might  desire  that  the  Delaware  River  be  operated  in  a  way  we  would 
think  would  be  desirable,  but  I  think  we  would  have  great  difficulty 
in  upholding  an  exclusive  interest  in  it  because  we  happen  to  be 
located  on  its  shores,  as  you  happen  to  be  in  a  State  in  which  there 
is  oil.  In  other  w^ords,  it  seems  to  me  there  are  some  considerations 
that  create  a  national  interest  even  though  it  may  be  a  resource  of  a 
single  State.  I  am  trying  to  find  out  from  you  where,  in  the  event 
your  organization  should  fail  and  cease  to  be  as  effective,  you  think 
the  power  should  lie  and  to  what  extent  it  should  be  placed  in  either 
Federal  or  State's  agencies  to  be  enforced. 

Mr.  Vander  Leck.  Mr.  Wolverton,  if  it  fell  down  naturally  it 
would  have  to  be  either  taken  up  by  Federal  or  State  authorities. 
Now,  as  to  which  should  be  done,  I  don't  know.     I  am  simply  chair- 
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man  of  a  committee  here.     Whether  it  would  be  Federal  or  State,  I 
coidd  not  say. 

Mr.  WoLVERTON.  I  wonder  if  yon  have  my  point  clearly.  Suppose 
New  Jersey  and  Pennsylvania  would  throw  a  dam  across  the  Dela- 
ware River  so  as  to  shut  it  ofi'  as  a  navigable  stream,  except  that  the 
dam  would  let  just  so  much  water  go  over;  isn't  that  similar  to  what 
you  are  doing?  You  are  limiting  what  shall  come  out  of  the  under- 
ground reservoirs  for  the  benefit  of  the  Nation  at  large  and  you  as- 
sume the  right  to  fix  that  amount  regardless  of  the  national  interest. 

Mr.  Vander  Leck.  I  don't  think,  Mr.  Wolverton,  that  we  have 
endangered  the  national  interests. 

Mr.  Wolverton.  What  proportion  of  oil  that  you  are  producing 
goes  to  Japan  at  the  present  time? 

Mr.  Vander  Leck.  Out  of  the,  say,  600,000  barrels  we  are  produc- 
ing here  today,  608,000  barrels,  the  amount  that  goes  to  Japan  varies 
from  some  40,000  barrels  to  as  high  as  maybe  120,000  barrels.  It 
averages  about  70,000  barrels. 

Mr.  Wolverton.  Wliat  is  it  now? 

Mr.  Vander  Leck.  It  has  been  averaging  around  seventy  to  eighty 
thousand  barrels. 

Mr.  Wolverton.  As  a  matter  of  fact,  isn't  it  verv  much  hisher 
than  that? 

Mr.  Vander  Leck.  In  the  last  2  weeks  I  think  it  was  higher,  but 
that  is  the  average. 

Mr.  Wolverton.  "VMiy  is  that? 

Mr.  Vander  Leck.  I  don't  know;  the  Japanese  are  buying,  they 
want  the  oil. 

Mr.  Wolverton.  Do  you  think  you  are  serving  our  national  in- 
terest, or,  conserving  a  natural  resource  for  the  welfare  of  this  Nation, 
when  you  sell  as  much  as  Japan  will  buy? 

Mr.  Vander  Leck.  Well,  Mr.  Wolverton,  I  assume  that  different 
nations  are  exchanging  commodities.  One  nation  has  one  thing  and 
another  nation  has  another.  They  are  buying  and  selling.  Japan  is 
our  natural  market  and  we  are  at  the  present  time,  naturally  selling 
to  them,  when  they  want  to  buy  oil;  we  buy  silk  from  Japan.  I  see 
no  reason  why  we  should  not  sell  oil  to  them. 

Mr.  Wolverton.  You  do  not  place  silk  in  the  same  category  as 
oil  as  a  natural  resource  that  is  irreplaceable,  do  you? 

Mr.  Vander  Leck.  No;  I  do  not. 

Mr.  Wolverton.  Well,  I  am  speakihg  about  an  irreplaceable 
resource  of  this  Nation  that  plays  a  vital  part  in  our  national  defense 
and  our  national  welfare.  You  were  speakmg  a  few  moments  ago 
from  the  standpoint  of  a  desire  to  conserve  the  natural  resource. 
What  is  there  to  your  desire  to  conserve  a  national  resource  when  at 
the  same  time  you  sell  it  in  such  quantities  as  Japan  demands  or  is 
willing  to  pay  for? 

Mr.  Vander  Leck.  We  have  built  up  this  irdustry  in  part  in  our 
selling  around  the  edges  of  the  Pacific  Ocean.  That  is  our  natural 
market,  and  when  we  cut  that  back  we  are  going  to  throw  people  out 
of  work.  We  have  built  up  this  industry  which  has  helped  add  to  the 
wealth  of  the  State  of  California  and  the  Nation,  and  I  do  not  feel 
that  we  are  doing  anything  wrong  in  exchangui.g  commodities,  in 
selling  them.     You  have  to  sell  your  products.     Dift'erent  nations  sell 
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different  things.  As  far  as  running  out  of  oil,  that  has  been  a  question 
that  has  gone  on  here — I  have  been  in  this  oil  busijness  for  25  years, 
and  I  remember  back  when  I  first  started  out  that  I  helped  make 
estimates  that  we  would  run  out  of  oil  right  now,  would  not  have  any 
more  oil  here,  and  those  estimates  were  made  in  good  faith  and  still 
we  have  more  oil  here  today  than  we  had  then,  and,  after  all,  I  think 
Mr.  Pemberton  is  gohig  to  bring  this  out  more  in  detail — we  do  not 
recover  all  of  the  oil  that  is  down  there  ui  the  groimd  under  the  best 
production  methods.  There  is  probably  at  least  50  percent  that  stays 
in  the  ground  no  matter  how  good  our  production  methods  are. 
When  we  get  to  that  point  when  we  cannot  have  flowuig  w^ells,  ifc  \s 
my  opruon  there  will  be  some  engineer  who  will  be  smart  enough  to 
find  out  how  to  get  that  out. 

Mr.  WoLVERTON.  Evidently  you  do  not  think  that  the  national 
interest  is  of  sufficient  importance  for  the  Federal  Government  to 
have  any  check  on  how  much  oil  should  go  out  of  this  country  to 
foreign  nations? 

Mr.  Vander  Leck.  No  ;  I  do  not. 

Mr.  WoLVERTON.  In  other  words,  the  interest  of  the  private  owner 
to  get  all  he  can  out  of  his  oil  well  supersedes  the  national  interest? 

Mr.  Vander  Leck.  No.  If  w^e  had  a  shortage  here  that  would 
deprive  the  nat'ional  interest,  deprive  the  Navy  of  its  oil,  or  the 
people  here,  I  would  feel  differently,  but  I  do  not  feel  that  situation 
exists. 

Mr.  WoLVERTON.  Of  course,  that  situation  does  not  immediately 
exist.  ^'\^iether  it  would  exist  in  the  future  I  am  not  able  to  say.  I 
do  see,  h.owever,  that  although  conservation  has  been  gi,ven  as  a 
reason  to  control  pioduction  of  a  great  nation aJ  resource  that  is 
irreplaceable,  you  evidently  are  not  of  the  opinion  that  it  is  worth  the 
time  it  takes  to  express  an  opinion  on  it. 

Mr.  Vander  Leck.  I  believe  in  conserving  those  resources  here 
for  the  people  in  this  Nation,  but  I  do  not,  Mr.  Wolverton — there  is 
a  question  always  in  my  mind  whether  in  50  years  from  now  or  25 
years  from  now,  that  there  won't  be  some  chemist  that  will  create  a 
substance  that  will  tolvc  the  place  of  oil.  I  even  sometimes  wonder 
if  w^e  are  gomg  to  have  any  market  for  it  and  whether  it  wdl  be  a 
valuable  product  in  that  space  of  time. 

Mr.  Wolverton.  It  is  evidently  your  thought  and  opinion  that 
you  had  better  get  it  when  you  can? 

Mr.  Vander  Leck.  In  the  meantime,  we  are  trying  to  conserve  it. 

Mr.  Wolverton.  Well,  if  that  is  the  case,  and  if  that  is  your 
thought,  to  get  it  while  you  can,  why  do  you  make  any  pretense  of 
conservation  of  oil? 

Mr.  Vander  Leck.  Well,  you  might  say  we  are  taking  a  happy 
medium  on  it. 

Mr.  Cole.  Mr.  Vander  Leck,  what  was  the  position  of  your  group 
in  the  November  election? 

Mr.  Vander  Leck.  Our  position  in  the  November  election  was  this : 
The  central  committee  was  a  nonpolitical  body  on  this  and  we  took  a 
neutral  attitude  and  expressed  no  opinion  on  the  Atkinson  bill,  and 
have  expressed  no  opinion. 

Mr.  Cole.  Wliat  was  your  individual  opinion? 

Mr.  Vander  Leck.  I  was  even  asked  not  to  express  that,  and  it 
was  a  matter  of  controversy,  and  with  your  permission  I  prefer  not  to 
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answer  that.  I  am  acting  as  the  chairman  of  the  committee  and  the 
committee  went  on  record  to  that  effect. 

Mr.  Cole.  Well,  I  will  ask  you  this  question.  Do  3^ou  think  this 
State  needs  conservation  statute? 

Mr.  Vander  Leck.  You  are  asking  me  the  question  in  another  way, 
Mr.  Cole 

Mr.  Cole.  Yes;  I  am. 

Mr.  Vander  Leck.  And  as  I  say,  the  central  committee  asked  me 
not  to  express  an  opinion. 

Mr.  Cole.  Well,  you  are  here  in  a  very  important  position,  and  I 
press  the  question. 

Mr.  Vander  Leck.  I  feel  under  our  present  condition  we  are  going 
on 

Mr.  Cole.  I  do  not  mean  collectively.  I  ask  you  if  you  individually 
feel  that  the  State  of  California  needs  a  conservation  statute  at  this 
time. 

Mr.  Vander  Leck.  As  long  as  we  are  doing  the  way  we  are,  I  do 
not  believe  so. 

Mr.  Cole.  Then  in  the  position  of  neutrality  during  the  Atkinson 
fight,  the  fight  on  the  Atkinson  law,  you,  of  course,  did  not  contribute 
as  an  organization  to  either  side? 

Mr.  Vander  Leck.  That  is  right. 

Mr.  Cole.  Is  it  your  idea  that  whatever  the  export  demand  in 
Japan  might  be  that  the  fields  of  California  should  meet  that  demand? 

Mr.  Vander  Leck.  Yes. 

Mr.  Cole.  And  the  same  applies  to  other  producing  States,  I 
assume? 

Mr.  Vander  Leck.  Yes. 

Mr.  Cole.  How  about  imports?     Do  you  have  any  here? 

Mr.  Vander  Leck.  None  to  speak  of.  I  think  they  amounted  to 
maybe,  oh,  a  few  hundred  barrels,  practically  nil. 

Mr.  Cole.  Then  if  some  countries  have  oil  to  sliip  to  this  country 
you  think  that  they  should  be  entirely  free  to  do  so  without  any 
limit.  In  other  words,  you  do  not  think  that  there  should  be  any 
limit  imposed  upon  exports  or  imports? 

Mr.  Vander  Leck.  No;  I  do  not  agree  with  that. 

Mr.  Cole.  Then  what  is  your  position? 

Mr.  Vander  Leck.  My  position  is  that  we  have  oil  here  in 
California 

Mr.  Cole.  Let  us  leave  California  and  look  at  it  as  a  national 
problem. 

Mr.  Vander  Leck.  I  think  it  is  going  rather  beyond  my  depth 
there.  I  think  and  feel  this  way:  We  have  people  in  the  industry  here, 
working  in  it,  people  who  are  dependent  on  it  from  an  income  stand- 
point, and  the  stockholders.  I  feel  that  we  should  not  import  here 
cheap  oil  that  is  produced  by  labor  which  is  under  our  scale  and  will 
destroy   our  industry. 

Mr.  Cole.  Well,  how  w^ould  you  handle  the  problem  for  the  large 
refineries  on  the  Atlantic  coast  where  there  is  no  production?  Do  you 
have  no  objection  to  supplying  the  labor  there  with  something  to  do, 
and  permit  imports  without  any  limitation. 

Mr.  Vander  Leck.  Mr.  Cole,  I  am  not  familiar  with  where  they 
are  getting  their  oil  from  there,  but  I  am  under  the  impression  that 
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thoy  can  get  their  oil  from  the  Mid-continent,  the  refineries  on  the 
Atlantic  coast — but  1  am  not  familiar  entirely  with  that  situation. 

Mr.  Cole.  Aren't  you  familiar  with  the  importation  of  oil  in  this 
country  from  Venezuela  and  other  countries? 

Mr.  Vander  Leck.  I  read  about  it  in  the  paper. 

Mr.  Cole.  Is  that  all  you  know  about  it,  what  you  read  in  the  paper? 

Mr.  Vander  Leck.  Yes;  and  a  shipment  comes  in  once  in  a  while. 

Mr.  Pearson.  Air.   Chairman? 

Mr.  Cole.  Mr.    Pearson. 

Mr.  Pearson.  Mr.  Vander  Leck,  you  were  asked  a  question  about 
the  limitation  of  production  of  oil,  and  you  said  that  it  had  a  tendency 
to  stabilize  the  price;  isn't  that  right? 

Mr.  Vander  Leck.  To  stabilize  the  price,  yes;  it  would  have  a 
tendency  to  do  that;  that  is  one  of  the  factors. 

Mr.  Pearson.  By  the  same  token  an  unlimited  production  of  oil 
would  have  a  tendency  to  decrease  or  to  place  the  market  somewhat 
in  disorder  or  chaos,  wouldn't  it? 

Mr.  Vander  Leck.  It  would,  yes. 

Mr.  Pearson.  So  to  reverse  Mr.  Wolverton's  line  of  reasoning,  if 
your  central  committee  permitted  an  unlimited  production  of  oil, 
it  would  throw  the  market  into  a  chaotic  condition,  and  the  consumer 
himself  w^ould  be  destroying  the  thing  which  he  wanted  to  protect, 
and  he  would  eventually  have  to  pay  a  much  larger  price  for  the 
commodity  than  he  would  have  otherwise;  isn't  that  right? 

Mr.  Vander  Leck.  Yes;  that  is  right.  If  you  had  a  chaotic 
market  due  to  an  unlimited  production,  there  would  be  unquestionably 
also  a  great  deal  of  waste  going  on,  which  would  eventually 

Mr.  Pearson.  And  eventually  the  whole  process  would  be  to 
destroy  the  thing  that  we  were  trying  to  protect? 

Mr.  Vander  Leck.  Yes,  You  could  not  have  conservation  with- 
out  stabilization. 

Mr.  Pearson.  I  am  interested  in  your  statement  that  50  percent 
of  the  potential  oil  recoveries  are  never  recovered.  Do  you  base  that 
on  actual  experience? 

Mr.  Vander  Leck.  Yes. 

Mr.  Pearson.  Or  do  you  base  that  on  figures  from  the  Bureau  of 
Mines,  or  from  what  source? 

Mr.  Vander  Leck.  I  base  that,  and  Mr.  Pemberton  I  believe — 
is  that  correct,  Mr.  Pemberton?  Mr.  Pemberton,  you  have  that  to 
touch  on.  It  is  based  on  reading,  what  I  know  about  it  is  based  on 
experiments,  and  he  is  going  to  give  you  that  more  in  detail. 

Mr.  Pearson.  I  understood  you  to  say  in  your  judgment  50  percent 
would  be  left  even  under  the  best  producing  conditions. 

Mr  .Vander  Leck.  That  is  right. 

Mr.  Pearson.  Would  that  be  true  if  you  properly  conserved  your 
natural  gas  as  an  expulsive  energy? 

Mr.  Vander  Leck.  It  would  still  be  true.  There  are  a  great 
many  features  entering  into  it  in  addition  to  gas,  such  as  edgewater, 
and  porosity,  and  permeability,  and  the  adherence  of  oil  to  the  grains 
of  sand. 

Mr.  Pearson.  You  have  only  three  ways  to  produce  oil,  one  by 
gravitation,  one  by  water  and  one  by  gas. 

Mr.  Vander  Leck.  That  is  right. 
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Mr.  Pearson.  And  you  say  if  all  three  of  these  expulsive  energies 
are  properly  conserved  there  is  still  left  in  the  reservoir  50  percent  of 
the  recoverable  oil? 

Mr.  Vander  Leck.  That  is  the  estimate  made  by  engineers.  I 
have  never  made  those  estimates  myself  but  I  have  read  the  papers 
given  from  time  to  time  on  those  things. 

Mr.  Pearson.  Is  there  any  way  by  which  that  remaining  50  percent 
can  ever  be  recovered? 

Mr.  Vander  Leck.  No,  but  as  I  said  when  the  time  comes  when  we 
need  that  I  am  quite  sure  some  engineer  will  find  a  way  of  doing  it. 
In  Europe  they  got  to  that  point  in  certain  places  and  they  mined  it. 

Mr.  Pearson.  I  believe  that  is  all. 

Mr.  Cole.  That  is  all.     Thank  you,  Mr.  Vander  Leck. 

Mr.  Vander  Leck.  Thank  you,  gentlemen. 

Mr.  Cole.  Who  is  the  next  witness? 

STATEMENT  OF  L.  L.  AUBERT 

Mr.  Cole.  State  your  full  name,  sir,  and  vocation? 

Mr.  AuBERT.  Gentlemen,  my  name  is  L.  L.  Aubert.  I  graduated 
from  Stanford  University  in  the  latter  part  of  1921  with  an  AB  in 
geology.  In  1922  I  started  out  working  in  the  fields,  Santa  Fe  Springs, 
and  I  have  been  associated  and  working  in  the  oil  business  ever  since. 
My  position  here  this  evening  is  as  chairman  of  the  allocation  com- 
mittee of  the  Central  Committee  of  Cahfornia  Oil  Producers.  I 
would  like  to  give  you  the  functioning  and  the  work  of  that  committee. 
The  allocation  committee  of  the  Central  Committee  of  California 
Oil  Producers  is  composed  of  seven  members,  all  of  whom  are  members 
of  the  central  committee.  All  of  the  findings  of  this  committee  are 
reported  to  the  central  committee  as  recommendations.  That  com- 
mittee must  approve,  modify  or  reject  such  recommendations.  For 
the  past  Sji  years  I  have  been  connected  with  the  allocation  committee; 
its  recommendations  have  been  approved  by  the  central  committee 
in  all  instances  wdth  one  exception.  The  functions  of  the  committee 
consists  of  setting  up  a  monthly  production  quota  for  the  State,  of 
distributing  this  quota  to  the  various  wells  of  the  State  after  setting 
aside  a  sufficient  portion  of  the  State  quota  to  take  care  of  new  wells 
wliich  have  come  on  production  during  the  month;  the  introducing 
and  recommending  of  such  new  policies  as  may  be  to  the  best  interests  of 
the  industry. 

The  State  quota  has  been  set  by  this  committee  as  nearly  as 
practicable  to  the  monthly  quota  recommended  by  the  United  States 
Bureau  of  Mines.  For  instance,  the  December  quota  was  set  at  a 
figure  not  to  exceed  599,000  barrels  a  day.  The  Bureau  of  Mines 
figure  for  the  same  period  was  594,500  barrels  per  day.  We  strive 
to  meet  the  United  States  Bureau  of  Mines  as  nearly  as  possible; 
however,  we  must  give  ourselves  some  leeway  as  the  quota  is  set  at 
least  10  days  prior  to  the  beginning  of  the  month  in  which  it  is  appli- 
cable, and  we  must  do  some  estimating  on  the  number  of  new  wells 
which  will  be  brought  in  during  that  period.  The  State  quota  is 
then  distributed  to  various  wells  in  the  State  in  the  form  of  a  uniform 
quota,  and  I  would  like  at  this  time  to  give  to  each  member  of  the 
committee  a  copy  of  the  tabulation  of  the  allocation  formula  for  each 
well  for  the  month  of  December,  1939. 


PETROLEUM  INVESTIGATION  695 

Mr.  Cole.  That  is  what  you  refer  to  as  the  uniform  fonnuLa? 

Mr.  AuBERT.  The  uniform  formula.  I  should  Hke  leave  to  submit 
this  for  the  record. 

Chairman  Cole.  Will  you  explain  it? 

Mr.  Aubert.  I  will. 

Chairman  Cole.  Very  well. 

Mr.  Aubert.  You  will  note  in  this  tabulation  that  you  have  before 
you,  the  left  side  of  the  sheet  is  the  potential,  which  is  represented  in 
barrels  per  day,  for  any  well  in  the  State.  Across  to  the  right  you 
will  notice  various  columns  starting  with,  headed,  "Zero — 2,000  feet, 
3,000  feet,  4,000  feet,  5,000  feet,"  and  so  on  across  the  page.  This 
tabulation  enables  the  operator,  who  knows  the  size  of  his  well,  to 
glance  to  the  left-hand  side  of  the  page  and  see  where  his  corre- 
sponding potential  is  for  that  w^ell,  to  carry  it  across  to  the  depth 
approximately  to  which  the  well  has  been  drilled  or  where  the  pro- 
ducing horizon  is,  and  from  that  quick  computation  to  figure  out 
approximately  his  allocation  for  the  month.  What  it  will  be  for  that 
particular  well.     Are  there  any  cpiestions? 

Mr.  Lea.  You  just  take  one  potential. 

(Chart  referred  to  filed  with  the  committee.) 

Air.  Aubert.  All  right.  I  could  take  a  200-barrel  well,  say  it  is 
6,000  feet  deep.     The  allotment  for  that  well  would  be  88  barrels. 

Chairman  Cole.  What  formula  did  you  use  in  arriving  at  88 
barrels?     This  is  more  or  less  of  a  mechanical  allocation. 

Mr.  Aubert.  It  is. 

Chairman  Cole.  You  spoke  of  a  uniform  formula  and  I  asked  you 
if  that  is  wdiat  you  meant  by  that  and  you  said  yes. 

Mr.  Aubert.  Well,  that  is  a  tabulation. 

Chairman  Cole.  Where  is  the  uniform  formula  you  used  in  order 
to  supply  these  figures? 

Mr.  Aubert.  Well,  the  formula  that  was  used,  I  will  get  to  that 
in  just  a  moment. 

Chairman  Cole.  Then  you  want  to  withdraw  the  statement  that 
this  is  a  uniform  formula? 

Mr.  Aubert.  Well,  this  is  a  tabulation  of  the  uniform  formula. 

Chairman  Cole.  You  are  going  to  give  us  the  benefit  of  that 
explanation? 

Mr.  Aubert.  I  am. 

Chairman  Cole.  All  right. 

Mr.  Aubert.  May  I  proceed,  then,  with  my  statement?  I  think 
that  will  make  it  clear;  if  not,  I  will  be  glad  to  go  back  and  clarify  it. 

Chairman  Cole.  All  right. 

Mr.  Aubert.  In  order  that  you  may  fully  see  our  problem,  may  I 
say  that  we  had,  as  of  December  1,  1939,  18,554  wells  in  the  State  of 
California  capable  of  a  production  and  to  which  allotments  must 
necessarily  be  assigned.  We  have  divided  these  wells  into  three 
classifications;  first,  the  marginal  wells,  second,  the  intermediate 
wells,  and,  third,  the  top  wells.  Each  well  gets  a  minimum  allot- 
ment based  on  a  graduated  scale  accordmg  to  the  depth  of  the  well. 
On  the  tabulation  which  you  have  before  you,  you  will  note  that 
the  allotment  for  the  marginal  well,  according  to  its  depth,  appears 
above  the  staggered  line.  I  would  like  to  stop  there  for  a  minute. 
Also  all  those  allotments  that  you  see  above  the  staggered  line  repre- 
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sent  minimum  allotments.  In  other  words,  a  50-barrel  well,  8,000 
feet  deep,  would  give  50  barrels  a  day.     It  is  uncurtailed. 

Mr.  WoLVERTON.  Wliere  does  the  factor  of  demand  come  into  the 
calculation? 

Mr.  AuBERT.  Well,  we  haven't  got  to  that  yet.  This  allotment 
is  also  the  minimum  allotment  for  intermediate  and  top  wells  and  is 
what  we  term  a  living  wage  for  the  wells  of  various  depths. 

You  will  note  that  the  deeper  the  well,  the  greater  the  minimum 
allotment.  I  think  that  is  very  evident.  Any  w^ell  whose  potential 
is  equivalent  to  or  less  than  its  minimum  allotment,  is  termed  a 
marginal  well  and  is  not  subject  to  any  curtailment.  In  the  State  of 
California  as  of  December  1  there  were  9,918  such  wells. 

Mr.  WoLVERTON.  This  is  rather  technical.  Would  you  object  if 
I  just  ask  a  question? 

Mr.  AuBERT.  No. 

Mr.  WoLVERTON.  In  fixing  the  larger  number  of  barrels  for  a 
deeper  well,  is  that  on  the  basis  that  it  costs  more  to  drill? 

Mr.  AuBERT.  Yes;  costs  more  to  drill  and  more  to  produce. 

Mr.  WoLVERTON.  Proceed. 

Mr.  AuBERT.  I  refer  to  the  9,918  marginal  wells.  These  wells 
had  a  potential  of  89,858  barrels  a  day,  and  naturally  they  had  an 
allotment  of  an  equivalent  amount.  In  the  intermediate  group 
there  were  7,961  wells  that  had  an  aggregate  potential  of  847,087 
barrels  a  day,  but  had  an  allotment  of  370,492  barrels  a  day.  On 
the  tabulation  you  will  find  the  allotment  of  these  wells  included 
below  the  upper  staggered  line  and  above  the  lower  staggered  line. 
In  the  top-well  group,  we  had  675  wells  with  an  aggregate  potential 
of  1,586,087  barrels  a  day  and  an  allotment  of  137,700  barrels  a  day. 

I  should  like  to  produce  a  chart  showing  the  potential  of  these  as 
well.  Now  have  I  answered  your  question?  The  formula  represents 
a  curve  wherein  the  larger  the  well,  the  greater  the  percentage  of 
curtailment. 

Mr.  WoLVERTON.  How  much  oil  would  this  formula  produce  when 
applied  to  the  wells 

Mr.  AuBERT.  With  such  an  allotment,  598,000  barrels. 

Mr.  WoLVERTON.  You  have  at  the  present  time  approximately 
15,000  wehs. 

Mr.  AuBERT.  18,554  wells. 

Mr.  WoLVERTON.  Now,  is  your  formula  made  on  the  basis  of 
producing  15,978,000  barrels? 

Mr.  AuBERT.  That  is  correct,  from  18,558  wells. 

Mr.  WoLVERTON.  Now,  then,  in  the  event  it  was  shown  to  be 
450,000  barrels  of  oil,  what  would  you  do? 

Mr.  AuBERT.  You  have  to  reduce  it. 

Mr.  WoLVERTON.  Proportionately? 

Mr.  AuBERT.  Yes;  we  would  have  to  reduce  it  to  a  greater  extent 
in  the  top  wells,  and  to  a  lesser  extent  in  the  intermediate,  wells,  and 
to  a  very  small  extent  in  the  marginal  wells. 

Mr.  WoLVERTON.  Don't  you  have  a  minimum  and  a  maximum? 

Mr.  AuBERT.  We  have  a  minimum  and  a  maximum.  As  I  have 
already  explained,  but  that  is  on  the  basis  of  598,000  barrels  for  the 
allotment.  If  a  lesser  figure  were  required,  in  such  a  drastically  lesser 
figure  such  as  you  have  referred  to,  it  would  be  quite  possible  that  the 
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minimum  would  have  to  be  reduced,  as  you  will  see  later — I  will  show 
you  how  much  oil  is  allotted  as  the  minimum  allotjnent. 

Mr.  WoLVERTON.  I  took  occasion  to  go  into  it  while  I  had  it  here. 
That  was  the  reason  I  gave  you  that  figure. 

Mr.  AuBERT.  That  more  or  less  graphically  presents  what  I  have 
been  just  talking  about.  The  outer  circle  represents  the  potential  of 
the  various  classes  of  wells.  You  will  note  the  small  section  entitled 
"potential  of  inarginal  wells,  89,858  barrels  a  day,  3.5  percent  of  the 
State  total,  potential  of  intermediate  wells,"  wkich  is  the  next  figure, 
represents  847,087  barrels  a  day,  or  33.6  percent  of  the  State  total, 
and  the  large  section,  more  than  half  of  the  section  represents  the 
potential  of  the  top  wells,  1,586,087  barrels,  or  52.9  percent  of  the 
State  total.  The  next  smaller  circle  represents  the  minimum  allot- 
ment to  marginal  wells,  being  89,858  barrels  a  day,  or  fifteen  percent 
of  the  State  total.  That  is  the  minimum  allotment  as  you  see  in  the 
first  segment  clockwise  direction. 

Mr.  WoLVERTON.  In  this  your  plan  is  five  times  the  allotment  that 
their  percentage  on  potential  would  entitle  them  to? 

Mr.  AuBERT.  Yes;  because  there  is  no  curtailment,  there  is  no 
restriction  upon  the  production  of  those  wells.  You  see  the  figure 
89,858  harries  a  day  equals  the  potential  in  the  little  upper  portion 
there  of  89,858  barrels  a  day.  All  right.  Immediately  following  that 
in  a  clockwise  direction,  intermediate  wells,  minimum  allotment 
187,806  barrels  a  day.  or  31.4  percent  of  the  State  total.  That  is 
merely  the  minimum  of  the  intermediate  wells.  In  addition  to  that 
the  intermediate  wells  have  remaining  allotment,  making  a  total  pro- 
ducible allotment  of  370,492  barrels  a  day  or  62  percent  of  the  State 
total  which  results  from  combinmg  their  remaining  allotment  with 
the  minimum  allotment. 

The  balance  of  this  small  segment  here,  the  last  portion  of  it,  the 
top  wells  have  a  minimum  allotment  of  36,963  barrels  a  day  which  is 
6.2  percent  of  the  State  total,  and  their  total  allotment,  which  includes 
the  minimum  plus  the  remaining  allotment,  the  total  allotment  to  top 
wells  is  137,700  barrels  a  day  or  23  percent  of  the  State  total.  The 
inner  circle  represents  merely  the  number  of  wells.  Starting  again  in 
a  clockwise  direction  there  are  9,918  marginal  wells  which  represent 
53.5  percent  of  the  total  number  of  wells  in  the  State.  There  are 
7,961  intermediate  wells  which  represent  42.9  percent  of  the  wells  of 
the  wState,  and  there  are  675  top  wells  which  represent  3.6  percent  of 
the  number  of  wells  of  the  state. 

Mr.  WoLVERTON.  Do  you  have  any  table  which  shows  the  number 
of  owners  in  those  respective  classes? 

Mr.  AuBERT.  The  number  of  owners? 

Mr.  WoLVERTON.  Yes. 

Mr.  AuBERT.  Do  you  mean  producers? 

Mr.  W^OLVERTON.  Yes. 

Mr.  AuBERT.  Oh,  I  could  not  say;  I  have  no  table  on  that. 

Mr.  WoLVERTON.  I  liad  in  mind  that  there  was  something  like  seven 
companies  that  produced  75  percent  of  the  oil.  Am  I  right  or  wrong 
in  that  thought? 

Mr.  AuBERT.  No;  I  don't  believe  that  is  correct,  and  you  are  a 
little  bit — what  we  refer  to  is  the  seven  major  companies;  is  that  what 
you  refer  to? 
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Mr.  WoLVERTON.  Yes. 

Mr.  AuBERT.  The  production  of  the  seven  major  companies  repre- 
sents approximately  55  to  58  percent  of  the  production. 

Mr.  WoLVERTON.  ^^^lere  would  it  come  in  this  circle? 

Mr.  AuBERT.  They  have  all  classes  of  wells,  marginal  wells,  inter- 
mediate wells  and  top  w^ells.  That  is  not  reduced  to — all  classes  of 
owners  have  interests  m  all  classes  of  wells. 

Mr.  WoLVERTON.  The  figures  I  have  in  mind  have  relation  to  entire 
production  from  all  classes  of  wells,  tliose  of  the  high  potential  field 
and  those  of  the  low  potential  field.  Do  the  seven  major  companies 
control  55  percent  of  the  production? 

Mr.  AuBERT.  They  have  55  percent  of  the  allotment.  That  is  based 
again  upon  that  uniform  formula — I  refei  to  uniform  formula — I  have 
not  given  you  actually  the  uniform  formula.  If  you  want  to  be  real 
technical  about  it  —  the  formula  is  the  minimum  allotment  plus 
0.746  power  factor  of  the  remaining  potential. 

Mr.  Lea.  You  have,  generally  speaking,  the  cooperation  of  the  in- 
dividual owner  of  wells,  even  the  small  producing  wells? 

Mr.  AuBERT.  Yes,  we  do. 

Mr.  Lea.  Do  they  cooperate  with  the  major  producers? 

Mr.  AuBERT.  Yes. 

Chairman  Cole.  What  percentage  does  the  Standard  Oil  Companv 
have? 

Mr.  AuBERT.  Oh,  I  w^ould  say  approximately  a  seventh  of  the  allot- 
ment. Their  production  is  about  93,000  barrels  a  day,  and  we  have 
approximately  600,000  barrels  a  day,  which  would  be  som.e  place  be- 
tween a  sixth,  and  a  seventh. 

Chairman  Cole.  I  was  trying  to  get  some  idea  possibly  as  justifica- 
tion for  the  charge  that  the  Standard  Oil  Co.  was  in  favor  of  the  Atkm- 
son,  and  the  others  were  not.  W^asn't  it  presented  that  way  to  the 
people  of  the  State,  that  it  was  something  that  the  Standard  Oil  Co. 
was  asking  for  and  therefore  it  should  be  defeated? 

Mr.  Aubert.  That  is  a  question  I  am  afraid  I  could  not  answer. 

Mr.  Cole.  The  companies  that  are  connected  with  the  central  com- 
mittee, did  they  individually  favor  or  oppose  the  Atkinson.  Bill? 

Mr.  Aubert.  I  don't  know.  I  made  no  particular  poll  of  the  cen- 
tral committee. 

Mr.  Cole.  Who  would  know  that,  Mr.  Pemberton? 

Mr.  Aubert.  Well,  I  don't  know  whether  he  would  know  it.  If  I 
may  say,  similar  to  what  Mr.  Vander  Leek  said,  this  Atkinson  bill,  as 
you  probably  are  aware,  was  a  very  controversial  measure,  and  there 
was  a  probability  that  the  bill  might  be  taken  out  on  referendum,  and 
you  never  can  tell  what  would  happen  to  it.  We  thought,  however, 
we  had  to  have  some  sort  of  an  organization  which  would  have  to  carry 
througli  in  the  event  the  bill  did  not  pass. 

Chairman  Cole.  Now,  for  instance,  the  Superior  Oil  Co.  has  its 
percentage  of  production,  the  State  total,  as  I  have  the  figures  here, 
its  percentage  is  1.73,  whereas  the  Standard  Oil  Co.  is  15.07.  Now, 
according  to  the  showing  we  have  already  had,  the  Superior  Oil  Co. 
contributed  $128,000  to  defeat  the  Atkinson  bill,  and  yet  the  Stand- 
ard Oil  Co.  was  for  it.  Wliat  is  the  difference  in  the  present  set-up 
under  the  central  committee  that  would  cause  the  Standard  Oil  Co. 
to  want  the  Atkinson  bill,  if  the  advertisements  were  true,  and  the 
Superior  Oil  Co.  would  oppose  it? 
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Mr.  AuBERT.  I  am  afraid  I  cannot  say  any  particular  reason  in 
either  event,  because  one  fellow  likes  the  law  and  the  other  fellow 
does  not  like  it.     I  am  afraid  I  cannot  give  you  any  answer  as  to  that. 

Mr.  Cole.  You  don't  know  whether  the  Standard  Oil  Co.  was  for 
it  or  against  it,  or  you  don't  know  whether  the  Superior  Oil  Co.  was 
for  it  or  against  it? 

Mr.  AuBERT.  Well,  it  is  hearsay  that  the  Standard  was  for  it  and 
the  Superior  was  against  it. 

Mr.  Cole.  That  is  a  thing  that  would  be  niteresting  to  me  if  some- 
body would  explain  that,  as  to  who  is  responsible  for  that  statement 
being  made  to  the  public,  why  the  Standard  Oil  Co.  would  be  for  it 
and  why  the  Superior  Oil  Co.,  a  smaller  company,  would  spend  $128,- 
000  to  defeat  it,  if  you  are  all  working  together  under  the  central 
comimittee. 

Mr.  Aubert.  I  am  sure  I  cannot  answer  that;  probably  for  the 
same  reason  why  some  people  voted  for  "ham  and  eggs"  and  why 
some  voted  against  it. 

Chairman  Cole.  I  can't  understand  that  either  without  an 
explanation. 

Mr.  Aubert.  I  can't  explain  it.     Shall  I  proceed? 

Mr.  Cole.  As  long  as  you  are  open  to  questions  at  this  time,  before 
we  get  on,  or  away  from  this,  as  a  geologist  do  you  approve  of  the 
method  of  allocating  according  to  wells  or  number  of  wells  like  the 
practice  in  California,  in  preference  to  allocating  by  fields,  similar  to 
the  practice  in  the  States  of  Texas  and  Arkansas? 

Mr.  Aubert.  Yes;  I  do. 

Mr.  Cole.  You  think  this  is  a  better  method? 

Mr.  Aubert.  I  do. 

Mr.  Cole.  Do  you  take  into  consideration  here  the  bottom-hole 
pressures? 

Mr.  Aubert.  In  allocation? 

Mr.  Cole.  Yes. 

Mr.  Aubert.  No. 

Mr.  Cole.  Don't  you  think,  as  a  geologist,  it  is  very  advisable  to 
do  that,  and  do  it  right? 

Mr.  Aubert.  I  would  like  to  pass  that  question  along  until  a  little 
later.     I  am  going  to  cover  it. 

Mr.  Cole.  You  are  going  to  answer  it  yourself  and  not  leave  it  to 
somebody  else? 

Mr.  Aubert.  No.  I  am  going  to  answer  it  a  little  later  on  if  I 
may  proceed.  The  basic  principle  underlying  this  method  of  alloca- 
tion is  that  each  well  of  similar  size  and  similar  depth  has  exactly  the 
same  allotment,  with  the  exception  of  the  top  wells.  The  top  wells 
are  those  whose  potentials  and  depths  are  such  as  would  entitle  them 
to  receive  an  allotment  in  excess  of  the  top  allotment  were  it  not  for 
the  fact  that  the  central  committee  has  ruled  that  no  well  shall  have 
an  allotment  in  excess  of  a  certain  figure.  You  will  note  that  for  the 
month  of  December  this  top  figure  is  204  barrels  a  day.  For  the 
month  of  January  the  top  allotment  has  been  reduced  to  195  barrels 
a  day.  As,  for  example,  a  well  3,000  feet  deep  whose  potential  is 
5,000  barrels  a  day,  would  receive  no  greater  allotment  than  a  well 
2,000  feet  deep  whose  potential  is  2,000  barrels  a  day.  In  other 
words,  both  wells  fall  beyond  that  top-well  allotment  and  their  allot- 
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ment  would  be  exactly  the  same.  That  is  the  one  place  where  we 
have  any  discrepancy  between  the  allotments  of  the  various  wells. 

So  that  your  committee  may  have  a  more  comprehensive  picture 
of  the  various  classes  of  wells  which  produce  oil  in  California,  may  I 
also  present  a  tabulation  which  shows  the  wells  divided  into  potential 
groups,  the  number  of  wells  in  each  group,  the  potential,  the  minimum 
allotment,  and  total  producible  allotment  of  each  group,  together 
with  accumulated  totals  of  each  subdivision.  I  would  like  to  do  that 
at  this  time. 

Mr.  Cole.  Is  this  something  prepared  by  you  or  by  Mr.  Pemberton? 

Mr.  AuBERT.  It  was  prepared  by  the  office  of  the  umpire. 

Mr.  Cole.  Is  that  the  same  as  the  other  charts? 

Mr.  AuBERT.  They  are  all  prepared  by  the  same  office. 

Mr.  Cole.  And  not  by  you? 

Mr.  AuBERT.  Oh,  no.  You  see  the  staff  of  the  umpire's  ofRce  is  a 
part  of  the  central  committee.  The  central  committee  employs  the 
umpire,  and  turns  over  the  operation  of  the  staff  to  the  umpire. 
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[J.  R.  Pemberton,  oil  umpire  for  Central  Committee  of  California  Oil  Producers,  Dec.  7,  1939] 


of  wells  according  to  size — All  wells  in  State  Dec.  1, 
1939 


Potential  group 


Number  of  wells 


Each 
group 


Accumu- 
lated 
smallest  to 
largest 


Potential  B/D 


Each  group 


Average 
per  well 


Accumu- 
lated 
smallest  to 
largest 


0  to  10  B/D  (inclusive) 

11  to  15  B/D  (inclusive) 

16  to  20  B/D  (inclusive) 

21  to  25  B/D  (inclusive) 

26  to  30  B/D  (inclusive) 

31  to  40  B/D  (inclusive) 

41  to  50  B/D  (inclusive) 

51  to  75  B/D  (inclusive) 

76  to  100  B/D  (inclusive) 

101  to  l.SO  B/D  (inclu'^ive).-.. 
151  to  200  B/O  (inclusivcL^- 
201  to  300  B/D  (inclusive).-.. 
301  to  400  B'D  (inclusive)..-. 
401  to  500  B/D  (inclusive). -- 
501  to  000  B/D  (inclusive)..-. 
601  to  700  B  n  (mc\n-'-\y--^  ... 
701  to  750  B  1)  'r;r!;i  l\r!..._ 
751  to  800  B  l!  'ii:ri'i^;;ri  ... 
801  to  850  B,  I)  (iriciii  nci.... 
851  to  900  B/D  (inclusive).... 
901  to  950  B/D  (inclusive)-.-. 
951  to  1000  B/D  (inclusive).., 
1,001  to  1,500  B/D  (inclusive) 
1,501  to  2,000  B/D  (inclusive) 
2,001  and  up. 


7.263 
9,010 

10.  257 
11, 196 

11,  887 
12.926 

13,  723 

14,  889 
15. 601 
16, 359 
16,817 
17,  260 

17,  470 
17,614 

17!  778 
17, 821 
17. 846 
17, 884 
17,910 
17,926 
17,942 
18,112 

18,  264 
18,  554 


34,  061 
22,  881 
22,  720 
21, 940 
19,  634 
37,  419 
36,  674 
72.  625 
62,  964 
94,  588 
81.  025 
109,  080 
72.  849 
66.  268 
46,  466 
52.  806 
31.927 
19, 696 
31,817 
22,  920 
14, 880 
15.  803 
211.078 
272.  907 
1,  048,  004 


13.1 
18.2 
23.4 
28.4 
36.0 
46.0 
62.3 
88.4 
124.8 
176.9 
246.2 
346.9 
460.2 
553. 1 
660.1 
742.5 
787.8 
837.3 
881.5 
930.0 
987.7 
1,241.6 
1,  795. 4 
3,  613.  8 


34,  061 
56, 942 
79,  662 
101, 602 
121,  236 
158, 655 
195, 329 
267,  954 
330. 918 
425,  506 
506,  531 
615,611 
688,  460 
754,  728 
801,194 
854, 000 
885,  927 
905,  623 
937. 440 
960,  360 
975,  240 
991.  043 

1,  202,  121 
1, 47,5, 028 

2,  523,  032 
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-Potential  grouping  of  wells  according  to  size- 
1939— Continued 


All  wells  in  State  Dec.  1, 


Minimum  allotment  B/D 

Producible  allotment  B/D 

Potential  group 

Each 

group 

Accumu- 
lated 

Each 

group 

Accumu- 
lated 

Total 

AveraRe 
per  well 

smallest  to 
largest 

Total 

Average 
per  well 

smallest  to 
largest 

0  to  10  B/D  (inclusive) 

34,  061 

4.7 

34.  061 

34. 061 

4.7 

34, 061 

11  to  15  B/D  (inclusivel 

,  20, 896 

12.0 

54,  957 

22,  720 

13.0 

56,  781 

16  to  20  B/D  ("inclusive) 

18,  727 

15.0 

73,  684 

21,  649 

17.4 

78, 430 

21  to  25  B/D  linclusivei 

16,  728 

17.8 

90, 412 

20,  027 

21.3 

98, 457 

26  to  30  B/D  (-inclusive) 

13, 802 

20.0 

104,  214 

17, 107 

24.8 

115,  564 

31  to  40  B/D  (inclusive) 

22,  866 

22.0 

127, 080 

30, 169 

29.0 

145,  733 

41  to  50  B/D  (inclusive) 

19,  516 

24.5 

146,  596 

27,218 

34.2 

172,  951 

51  to  75  B/D  (inclusive) 

32. 180 

27.6 

178,  776 

48,  342 

41.5 

221,  293 

76  to  100  B/D  (inclusive) 

21,417 

30.1 

200, 193 

35,  943 

50.5 

257,  236 

101  to  150  B/D  (inclusive) 

22,  704 

30.0 

222.  897 

44,  976 

302,  212 

151  to  200  B/D  (inclusive) 

14,  279 

31.2 

237. 176 

32,833 

71.7 

335, 045 

201  to  300  B/D  (inclusive) 

14,  887 

33.6 

252.  063 

38,  714 

87.4 

373,  759 

301  to  400  B/D  (inclusive) 

7,858 

37.4 

2.59,  921 

22,  812 

108.6 

396,  571 

401  to  500  B/D  (inclusive) 

5.777 

40.1 

265,  698 

18,  667 

129.6 

415,  238 

501  to  600  B/D  (inclusive) 

3,951 

47.0 

269.  649 

12,  594 

149.9 

427,  832 

601  to  700  B/D  (inclusive) 

4,020 

50.3 

273.  669 

1.3,  481 

168.5 

441,313 

701  to  750  B/D  (inclusive) 

2,331 

54.2 

276, 000 

7,897 

183.7 

449,  210 

751  to  800  B/D  (inclusive) 

1.091 

43.6 

277, 091 

4,522 

180.9 

453,  732 

801  to  850  B/D  (inclusive) 

2,195 

.56.1 

279,  286 

7,631 

200.8 

461, 363 

851  to  900  B/D  (inclusive) 

1,  381 

53.1 

280.  667 

5,304 

204.0 

466, 667 

901  to  950  B/D  (inclusive) 

832 

52.0 

281,  499 

3,264 

204.0 

469, 931 

951  to  1,000  B/D  (inclusive)..- 

880 

55.0 

282,  379 

3,264 

204.0 

473, 195 

1.001  to  1,500  B/D  (inclusive). - 

9,277 

.54.6 

291,656 

34,  675 

204.0 

507, 870 

1,501  to  2,000  B/D  (inclusive).- 

7. 038 

46.3 

298,  694 

31.008 

204.0 

538, 878 

15, 933 

54.9 

314,  627 

59, 172 

204.0 

598, 050 

This  tabulation  shows  the  number  of  wells  in  each  group,  the 
potential,  the  minimum  allotment,  the  total  producible  allotment  of 
each  group,  together  with  accumulated  totals  of  each  subdivision. 
It  is  interesting  to  note  from  this  tabulation  that  of  the  18,554  wells 
in  the  State  as  of  December  1,  1939,  there  were  15,601  which  had  a 
potential  of  100  barrels  a  day  or  less.  In  other  words,  only  one- 
sixth  of  the  number  of  wells  of  the  State  have  potentials  in  excess  of 
100  barrels  a  day. 

The  field  or  pool  allotment  is  the  sum  total  of  the  well  allotments 
within  such  field  or  pool. 

I  believe,  Mr.  Cole,  that  is  a.n  answer  to  your  point.  We  have 
individual  wells  and  every  well  stands  on  its  own.  And  the  field  has 
an  allotment.  What  the  total  number  of  wells  bring  to  the  field  in 
accordance  with  their  potential  and  depth  is  expressed  in  accordance 
with  this  formula. 

Mr.  Cole.  Is  that  following  the  practice  of  the  State  of  Kansas? 

Mr.  .A.UBERT.  I  couldn't  say. 

Mr.  Cole.  It  is  somewhat  similar  to  the  practice  here. 

Mr.  AuBERT.  Well,  if  it  is,  it  is  a  good  practice,  I  think. 

Mr.  Cole.  What  was  that?     I  didn't  hear  that. 

Mr.  AuBERT.  I  said  if  it  was  the  practice  in  the  State  of  Kansas, 
it  was  a  good  practice. 

Well,  they  must  have  two  good  States,  then. 

This  method  of  allocation  has  been  in  effect  in  California  for  the 
past  7  months,  and  I  will  say  that  it  has  practically  silenced  all  of 
the  arguments  between  the  field  committees  relative  to  the  inequities 
of  allotments.     One  of  the  difficulties  which  we  have  to  face  each 
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month  is  the  task  of  providing  anotmonts  for  the  n(>w  wells  which 
have  been  completed  during  the  month.  Our  new  completions 
range  from  70  to  120  wells  a  montli,  with  aggr(>gate  potentials  vary- 
ing from  70,000  to  130,000  barrels  a  day.  We  are  constantly  faced 
with  the  problem  of  finding  10,000  to  16,000  barrels  of  allotment  to 
take  care  of  these  new  wells.  So  far  we  have  been  able  to  meet  the 
required  allotment  for  our  .new  well  problem. 

The  amount  of  oil  obtained  from  these  sources  is  usually  insuffi- 
cient to  meet  the  requirements  for  the  new  wells.  It  therefore  be- 
comes necessary  to  decrease  the  allotment  of  the  intermediate  wells 
and  to  control  the  top  allotment  of  the  top  wells.  At  this  time  I 
would  like  to  stress  the  fact  that  during  the  past  7  months  neither 
the  minimum  allotment  nor  marginal  well  allotment  has  been  reduced 
to  provide  for  the  new  wells.  And  that  in  answer  to  you,  Mr. 
Wolverton,  that  having  to  meet  and  provide  for  from  10,000  to 
16,000  barrels  a  day  for  the  new  wells  to  come  in  during  the  period 
of  the  past  7  months  we  have  been  able  to  meet  those,  to  reduce  the 
top  allotment,  to  reduce  the  allotment  for  the  intermediate  wells, 
without  having  reduced  the  allotment  to  marginal  wells.  We  have 
felt  that  liberal  allotment  should  be  given  the  marginal  wells  in  order 
that  we  may  safeguard  against  their  loss  by  premature  abandon- 
ment. I  should  also  like  to  emphasize  that  oif  the  598,050  barrels  of 
total  allotment  distributed  for  the  month  of  December  314,627  bar- 
rels were  distributed  as  minimum  allotment,  which  includes  the 
89,858  barrels  per  day  to  marginal  wells. 

Mr.  Wolverton.  JB.ight  at  that  point,  you  spoke  of  avoiding 
abandonment.  W^as  the  estimate  given  by  Mr.  Vander  Leek  correct 
when  he  said  there  was  50  percent  you  did  not  recover? 

Mr.  AuBERT.  I  would  like  to  answer  that  question  this  way.  It 
may  be  a  little  bit  conflicting  with  Mr.  Vnnder  Leek's  statement, 
and  probably  is,  but  I  don't  know  who  can  tell  how  much  oil  is  being 
left  underground. 

Mr.  Wolverton.  Would  you  say  your  means  of  recovery  now  in 
use  in  this  State  in  any  measure  justifies  the  statement  that  50  per- 
cent is  not  recoverable? 

Mr.  AuBERT.  To  my  knowledge  I  couldn't  say  how  much  oil  is  left 
in  the  ground  or  what  percentage  of  the  oil  is  recovered.  And  fur- 
thermore I  would  like  to  see  the  fellow  that  could  tell  you  how  much 
oil  you  should  recover  from  underground.  As  I  say  I  have  only  been 
in  this  business  a  short  time. 

Mr.  Wolverton.  It  might  be  more  than  that  or  might  be  less  than 
that? 

Mr.  Aubert.  That  is  quite  correct.  It  is  something  which  we 
cannot  see,  which  we  cannot  measure.  There  are  people,  there  are 
engineers  that  will  take  core  analysis  for  instance.  Bear  in  mind  the 
core  is  only  a  3-  or  4-inch  section  taken  vertically  and  you  analyze 
that  particular  4  inches  and  say  the  permeability  and  the  porosity 
should  m.ake  it  contain  so  much  oil  and  so  much  water  and  so  on, 
and  you  will  apply  those  factors  that  you  get  from  a  core  in  a  section 
over  20  acres  or  io  acres  or  5  acres  or  even  1  acre.  Might  it  not  be 
that  that  particular  core  which  you  penetrated  was  a  little  more 
impervious  than  the  spot  5  feet  away?     It  is  only  relative. 

Mr.  Wolverton.  Well  on  the  average  how  much  cubic  feet  of  gas 
does  it  take  to  raise  a  barrel  of  oil? 
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Mr.  AuBERT.  That  depends  entirely  upon  the  pressure,  your  bot- 
tom-hole pressure. 

Mr.   WoLVERTON.  Still  there  is  no  regulation  as  to  bottom-hole 


pressure 


Mr.  AuBERT.  As  far  as  allotment  I  say  no.  We  have  not  taken 
into  consideration  bottom-hole  pressure  as  a  means  of  allocation. 

Mr.  WoLVERTON.  If  bottom-hole  pressure  has  a  relationship  to  the 
recovery  then  why  do  you  not  have  that  regulation? 

Mr.  AuBERT.  I  really  don't  know  whether  bottom-hole  pressure  has 
a  relation  to  recovery. 

Mr.  WoLVERTON.  What  is  the  accepted  view? 

Mr.  AuBERT.  I  reaUy  couldn't  say.  I  believe  that  is  a  very  con- 
troversial issue. 

Mr.  WoLVERTON.  Do  the  other  States  take  into  consideration  that 
element? 

Mr.  AuBERT.  I  understand  the  State  of  Texas  rather  has  some 
figures  on  bottom-hole  pressure.  I  don't  know  whether  they  use 
those  figures  in  the  allocation  of  oil  to  the  various  fields. 

Mr.  WoLVERTON.  Suppose  they  were  making  a  recovery  of  70  to 
80  percent  in  Texas  and  you  were  only  making  50  percent  recovery  as 
testified  to  by  the  previous  witness,  wouldn't  it  seem  there  was  some 
relation  to  bottom-hole  pressure? 

Mr.  AuBERT.  If  your  statement  were  correct,  if  they  were — I  mean, 
who  is  going  to  say  that  the  recovery  of  80  percent  is  the  figure  in 
Texas? 

Mr.  WoLVERTON.  I  don't  want  to  be  bound  to  that  figure.  It  is 
quite  some  time  since  I  heard  testimony  on  it,  but  it  lingers  in  my 
mind.  I  may  be  mistaken  as  to  the  reason,  but  if  that  is  the  case 
would  it  not  indicate  there  is  some  relationship  between  the  bottom- 
hole  pressure  as  used  in  Texas  and  the  absence  of  it  in  California 
with  respect  to  recovery? 

Mr.  AuBERT.  If  that  were  the  case,  undoubtedly  that  is  true.  On 
the  other  hand  it  is  a  subject  which  is  one  of  opinion,  and  probably 
Mr.  Vander  Leek  has  the  opinion  that  50  percent  of  the  oil  cannot 
be  recovered.  I  have  the  opinion  that  no  one  knows  how  much  oil 
can  be  recovered  because  when  you  get  all  through,  when  the  field  is 
absolutely  finished  you  don't  know  how  much  you  have  left  in  there 
when  the  thing  has  all  gone  to  water.  You  are  going  to  estimate  you 
recovered  all  of  it.  That  might  not  check  out  with  your  estimates  or 
it  may  double  your  original  estimates,  in  which  event  you  say  if  your 
total  recovery  is  double  your  original  estimate,  you  will  say  "We  did 
a  fine  job  in  that  field.  We  got  twice  as  much  oil  as  we  originally 
figured."  The  other  fellow  who  only  got  half  of  what  he  estimated 
would  probably  figure  "Well,  my  estimates  were  probably  wrong. 
There  was  only  half  as  much  oil  there  as  I  thought  there  was,"  and 
it  is  only  an  estimate  or  opinion  in  the  first  place.  Anybody  that  can 
definitely  prove  how  much  oil  there  is  in  a  given  acre  or  quarter  acre 
or  50  acres — I  don't  know  who  he  is. 

Mr.  WoLFENDEN.  You  would  say  there  was  no  scientific  way  of 
-determining  just  how  much  is  left  after  you  are  done? 

Mr.  AuBERT.  To  my  knowledge,  there  is  not. 

Mr.  WoLFENDEN.  You  are  a  geologist,  too? 

Mr.  Albert.  That  is  right. 
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Mr.  WoLFENDEN.  Is  there  any  scientific  way  by  which  you  can: 
determine  whether  or  not  oil  underlies  land  at  all  except  an  empirical 
way? 

Mr.  AuBERT.  Oh,  there  are  some  methods  which  have  not  been 
definitely  proven;  in  other  words,  the  seismograph  method  may  give 
you  a  determination  of  subsurface  structure  and  soil  analysis  might 
give  a  halo  of  lighter  hydrocarbons,  in  some  instances  that  is  true, 
they  have  found  there  is  oil  present,  in  other  instances  it  has  not 
worked  out, 

Mr.  WoLFENDEN.  In  other  words,  you  could  not  say  then  just  as 
a  matter  of  geological  knowledge  whether  or  not  oil  underlies  any 
land  that  has  not  been  actually  drilled? 

Mr.  AuBERT.  If  that  could  be  definitely  proved  there  woidd  be  no 
dry  holes  drilled,  it  would  be  a  great  help  to  the  industry.     [Laughter.] 

Mr.  WoLFENDEN.  So  that  there  might  be  a  great  deal  of  oil  and 
we  don't  know  it? 

Mr.  AuBERT.  That  is  correct. 

Mr.  WoLVERTON.  Reserves  have  increased  about  50  percent  since 
this  committee  first  met  in  1934. 

Mr.  AuBERT.  I  think  so. 

Mr.  Cole.  Do  you  know  the  estimated  reserve  in  California? 

Mr.  AuBERT.  Well,  I  know  what  a  lot  of  people  estimate  them  to 
be,  which  is  somewhere  between  3,100,000,000  and  3,300,000,000. 

Mr.  Cole.  You  do  not  accept  that  as  at  all  accurate? 

Mr.  AuBERT.  I  assume  they  are  accurate.  I  never  made  any 
checks  on  reserves  myself. 

Mr.  Cole.  Is  it  possible  for  anybody  else  to  do  it  if  they  devote 
their  time  to  it? 

Air.  AuBERT.  Surely.  Two  engineers  might  not  come  out  with 
the  same  reserves.  If  they  come  out  within  5  percent  of  one  another, 
that  would  be  relatively  close. 

Mr.  Cole.  Taking  a  field  10  years  old,  you  could  get  a  pretty 
good  idea  of  w^hat  percentage  is  required  over  a  definite  time  under 
certain  conditions.  In  other  words,  in  Pennsylvania,  they  know  what 
percentage  of  oil  has  been  recovered  there  over  a  period  of  years. 

Mr.  AuBERT.  Well,  I  thmk  they  figured  in  Pennsylvania  that  the 
fields  were  practically  extmct,  and  then  some  fellow  came  along  with 
an  idea  of  water  flooding  and  they  are  now  producing  prjictically 
six  times  as  much. 

Mr.  Cole.  I  do  not  know^  as  I  ever  heard  anybody  say  that  they 
were  practically  extinct  as  to  the  oil,  but  that  the  pressure  had  been 
lowered.  We  have  had  so  many  figures  as  to  reserves  in  this  State 
and  other  States  that  I  personally  have  come  to  the  conclusion  that 
the  engineers  and  geologists  knew  what  they  were  talking  about  when 
they  gave  us  those  figures  and  that  it  was  not  a  matter  of  mere  guess. 

Mr.  AuBERT.  Well,  maybe  I  should  not  run  the  engineers  down. 
Probably  they  do  better  than  our  own  engineers  do,  because  I  know 
we  have  to  make  reserves  for  tax  purposes,  and  usually,  at  the  end 
of  every  year,  we  revise  our  reserves,  and  they  are  constantly  being 
revised  from  year  to  year,  either  downward  or  upward,  and  it  is 
rather  an  inexact  plan. 

Mr.  Cole.  In  a  great  many  cases,  it  has  been  the  subject  of  investi- 
gation, as  to  the  ability  of  engineers  and  geologists, to  determine  the 
potential  of  the  field.     All  right. 
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Mr.  AuBERT.  I  would  like  at  this  time  to  present  a  graph  which 
shows  the  reduction  in  wells  from  June  1  to  December  1,  1939.  The 
upper  line  on  the  graph  represents  well-allotment  curve  for  June  31, 
and  the  lower  line  representing  the  well-allotment  curve  for  Decem- 
ber 1.  You  can  see  from  June  1  to  December  1  the  top  allotment  was 
reduced  from  250  barrels  a  da}^  down  to  204  barrels  a  day. 

And  the  allotment  in  the  intermediate  wells  has  been  reduced 
accordingly,  as  you  can  see.  The  bulk  of  the  production  has  come 
from  the  top.  wells.  That  was  reduced  progressively  from  June  31 
to  December  1,  1939. 

Mr.  WoLVERTON.  There  is  a  very  perceptible  drop  with  respect 
to  the  difference  between  production  and  allotment  in  a  great  many 
instances  here  in  this  State  at  the  time  the  Atkinson  bill  was  being 
considered.  It  was  noticeable  in  June,  last  previous  to  that,  in  1937, 
1938,  and  1939,  there  was  shown  on  the  graph  a  line  that  rose  decidedly 
above  the  allowable.  And  yet  when  it  came  to  the  time  when  the 
Atkinson  bill  was  to  be  passed,  it  dropped  perceptibly  until  it  got, 
in  fact,  the  lines  showing  production  and  allotment  almost  touched 
one  another.  I  do  not  know  whether  that  wsa  because  of  the  Atkinson 
Act  or  not.     Did  it,  in  your  opinion,  have  any  relationship? 

Mr.  AuBERT.  I  do  not  think  that  it  did,  Mr.  Wolverton,  because 
we  have  been  working  on  a  miiform  formula  for  about  a  year. 

Mr.  Wolverton.  Now,  the  same  thing  seems  to  be  happening  again. 
There  has  been  a  gradual  reduction  in  the  allotment  since  the  Cole 
bill  was  introduced  that  we  now  have  before  us  in  this  hearing,  and 
up  to  the  present  time.  I  don't  know  whether  the  present  Cole  bill, 
and  the  pendency  of  it  before  Congress  has  any  relationship  to  that 
or  not. 

(Chart  referred  to  filed  with  the  committee.) 

Mr.  Aubert.  No;  I  have  been  working  on  the  matter  of  uniform 
allocation  for  about  a  year. 

Mr.  Wolverton.  We  noticed  in  our  hearings  in  1934,  when  the 
question  of  hot  oil  was  such  a  subject  of  discussion,  that  there  was  a 
distinct  decrease  in  the  problem,  while  the  legislation  was  under  con- 
sideration in  Congress.  Now,  of  course,  it  may  be  I  have  drawn 
wrong  conclusions.  Maybe  I  have  a  wrong  thought  that  such  might 
have  been  a  possible  reason,  but  it  does  seem  to  me  rather  strange  that 
this  happens  in  the  three  instances  I  refer  to,  namely,  in  1934  and 
when  the  Atkinson  bill  was  before  the  Legislature  in  June  of  last  year 
and  now  this  present  legislation  that  is  before  Congress. 

Mr.  Aubert.  Well,  if  I  may  offer  you  a  little  in  the  way  of  explana- 
tion, or  rather  information,  we  have  been  working  on  this  uniform 
formula  for  quite  some  time.  The  uniform  formula  was  first  injected 
into  the  Central  Committee  in  the  latter  part  of  April,  however,  it 
was  not  adopted  until  the  first  of  June,  and  if  memory  serves  me, 
I  don't  tliink  the  Atkinson  bill  went  through  even  the  assembly  in 
Sacramento  until  the  middle  or  the  latter  part  of  June.  I  know  they 
stopped  the  clock  there  for  three  or  four  days — I  mean  by  that  I  lost 
track  of  it. 

Mr.  Wolverton.  I  think  I  have  seen  that  done.  Wlien  one  of 
the  major  oil  companies  in  Texas  in  August  advertised  a  lower  price 
per  barrel  for  crude,  the  several  States  that  were  a  part  of  the  compact 
immediately  shut  off  production.     Did  California  do  so? 

Mr.  Aubert.  No. 
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Mr.  WoLVERTON.  In  other  words,  if  the  others  shut  off  production 
because  of  lower  prices,  Cahfornia  kept  right  on? 

Mr,  AuBERT.  Well,  I  don't  know  why  tliey  shut  it  off,  but  we  went 
along  just  th  same  way  as  we  had. 

Mr.  WoLVERTON.  You  know  as  a  matter  of  fact  that  it  did  shut 
down,  do  you  not? 

Mr.  AuBERT.  Well,  that  is  what  I  understand. 

Mr.  WoLVERTON.  Did  that  change  the  demand  in  this  State? 

Mr.  AuBERT.  Not  to  my  knowledge. 

Mr.  WoLVERTON.  Because  you  have  a  field  or  market  area  all  to 
yourself,  is  that  the  reason? 

Mr.  AuBERT.  Well,  it  is  somewhat  a  field — in  other  words,  the 
market  which  we  have  is  more  or  less  a  local  market.  By  that  I  mean 
the  five  Western  States  and  such  off-shore  business  as  they  have. 

Mr.  WoLVERTON.  Was  there  any  drop  in  storage  while  the  drop 
in  allocation  was  in  effect? 

Mr.  AuBERT.  Yes,  sir. 

Mr.  WoLVERTON.  Was  the  drop  in  allotment  due  to  lack  of  demand 
or  because  demand  was  being  supplied  from  storage? 

Mr.  AuBERT.  No;  the  allotment  was  kept  on  an  even  keel. 

Mr.  WoLVERTON.  I  got  the  impression  from  what  you  said  that  it 
w^as  dropped  gradually  until  it  got  down  to  a  low  of  204. 

Mr.  AuBERT.  That  is  quite  true  of  the  allotment  per  well,  but  we 
were  bringing  in  from  ten  to  sixteen  thousand  barrels  a  day  of  new 
allotment  which  had  to  be  taken  from  the  other  wells  from  which 
then  producing. 

Mr.  WoLVERTON.  Did  you  take  into  consideration  in  fixing  your 
allotment  the  amount  that  was  in  storage  and  the  amount  that  was 
being  drawn  from  storage? 

Mr.  AuBERT.  Well,  we  were  following  the  Bureau  of  Mines'  figures, 
as  I  heretofore  said. 

Mr.  WoLVERTON.  Why  do  you  have  confidence  to  the  extent  you 
have  stated  in  the  Bureau  of  Mines  figures  and  are  not  willing  to  have 
a  Federal  set-up  which  will  require  you  to  take  their  figures? 

Mr.  AuBERT.  Well,  we  already  have  the  benefit  of  the  Bureau  of 
Mines  figm^es. 

Mr.  WoLVERTON.  You  are  not  required  to  follow  them. 

Mr.  AuBERT.  No;  we  are  not  required  o  follow  them. 

Mr.  WoLVERTON.  But  you  have  confidence  enough  in  tbem  to 
follow  them? 

Mr.  AuBERT.  Well,  I  would  say,  yes. 

Mr.  WoLVERTON.  Well,  then,  you  inust  be  of  the  opinion  that  the 
Bureau  of  Mines  is  fairly  accurate  in  estimating  the  possible  demand? 

Mr.  AuBERT.  I  believe  that  they  are  at  this  time. 

Mr.  WoLVERTON.  Why  is  there  lack  of  confidence  then  in  giving 
them  the  power  to  do  so  by  legislation? 

Mr.  AuBERT.  You  mean  to  give  the  Bureau  of  Mines  the  power  to? 

Mr.  WoLVERTON.  Yes. 

]Mr.  AuBERT.  I  think  that  is  a  different  function. 

Mr.  WoLVERTON.  You  do  not  believe  in  legislation  to  that  extent? 

Mr.  AuBERT.  I  would  say  that  was  an  entirely  different  function. 

Mr.  WoLVERTON.  It  seems  you  believe  and  favor  legislation  that 
would  give  power  to  the  Bureau  of  Mines  of  the  Federal  Government 
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or  some  such  bureau,  to  fix  the  demand  figures  only  if  the  allowed 
production  is  in  accord  with  your  figures? 

Mr.  AuBERT.  Well,  maybe  I  misunderstand  your  question.  They 
have  already  given  out  the  figures  on  what  they  estimate  it  is  going- 
to  be. 

Mr.  WoLVERTON.  I  understand,  but  there  is  nothing  compulsory 
upon  California  or  any  other  State  to  accept  those  statements  and 
keep  production  within  its  pro  rata  portion.  You  do  in  fact,  because 
you  accept  their  figures  and  fix  your  allotments  on  the  basis  of  what 
the  Bureau  of  Mines  has  fixed  as  the  possible  demand.  Now,  my 
point  is  this:  If  you  have  that  confidence  in  the  figures  of  the  Bureau 
of  Mines,  why  not  delegate  to  them  b}^  Federal  legislation  the  power 
to  hx  tlie  allotment? 

Mr.  AuBERT.  Well,  it  goes  beyond  that. 

Mr.  WoLVERTON.  Do  you  think  legislation  to  that  extent  would  be 
advisable? 

Mr.  AuBERT.  Well,  my  answer  to  that  would  be-^I  do  not  wish  to 
be  critical  of  the  Bureau  of  Mines,  for,  as  I  say,  I  think  that  they  are 
doing  an  excellent  job  at  the  present  time^ — they  probably  revised 
their  methods.  However,  a  year  and  a  half  ago  the  Bureau  of  Mines 
was  just  completely  off  the  reservation  as  far  as  fixing  demand  was 
concerned. 

Mr.  WoLVERTON.  Well,  your  point  is  that  you  are  only  v/illing  to 
agree  with  them  when  they  agree  wdth  you. 

Mr.  AuBERT.  Well,  when  they  seem  to  agree  with  the  actual 
demand. 

Mr.  AVoLVERTON.  What  means  has  California  of  determining  the 
actual  demand  except  by  the  figures  given  by  the  Bureau  of  Mines? 

Mr.  AuBERT.  Why,  you  have  your  fluctuations  in  inventory. 

Mr.  WoLVERTON.  But  you  never  change  from  what  the  Bureau  of 
Mines  gives  you,  do  you? 

Mr.  AuBERT.  We  have  in  the  past. 

Mr.  WoLVERTON.  On  what  do  you  base  your  allowable  when  you 
discredit  the  figures  given  by  the  Bureau  of  Mines  as  to  possible 
demand? 

Mr.  AuBERT.  Well,  at  the  time  that  the  Bureau  of  Mines  was  quite 
out  of  line,  we  took  our  position  from  the  increase  in  inventory. 
Undoubtedly  any  inventory  increase  on  a  fixed  production- — in  that 
case  the  demand  must  be  less. 

Mr.  WoLVERTON.  Why  shouldn't  the  consumer  have  some  right 
and  have  some  say  in  fixing  the  estimate  of  possible  demand  as  a 
basis  for  allowable  production? 

Mr.  AiJBERT.  Well,  I  do  not  know  of  anj^thing  that  would  prevent 
the  consumer  from  having  that  right. 

Mr.  W^OLVERTON.  Well,  there  is  no  set-up  at  the  present  time  nor 
is  there  any  legislation  that  would  enable  the  consuming  public  to 
do  so  through  any  representative  in  either  Nation  or  State. 

Mr.  AuBERT.  Well,  I  do  not  think  it  is  necessary.  I  think  our 
situation  is  pretty  well  handled  by  the  industry  itself. 

Mr.  WoLVERTON.  I  have  never  been  able  to  satisfy  myself  that  if 
the  industry  uses  those  figures  for  the  purpose  of  allotment,  why  they 
object  so  strenuously  to  the  Bureau  of  Mines  having  the  power  to 
enforce  them. 
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Mr.  AuBERT.  Well,  there  is  a  great  deal  more  than  fkiiig  the  total 
consumers'  demand.  That  is  really  a  very,  very  simple  problem. 
When  it  comes  to  the  allocation  of  the  supply,  then  that  is  the  point 
where  you  run  into  the  greatest  difficulty. 

Mr.  Cole.  Just  one  question:  Following  up  your  testimony  as  to  the 
inability  of  the  engineers  and  geologists  to  determine  the  oil  recoverable 
from  reservoir  sands,  recalling  some  of  your  testimony,  I  read  from 
page  381  of  the  testimony  of  Charles  S.  Miller,  senior  petroleum 
engineer,  who  testified,  and  in  some  respects  seems  to  support  the 
theory  you  have  presented  to  us  tonight.  In  revising  your  remarks 
and  to  be  able  to  refer  to  it  in  the  morning,!  would  appreciate  your 
reading  that  part  of  the  hearing,  which  Mr.  Layton  will  furnish  you, 
and  you  may  elaborate  further  in  your  testimony  upon  the  position 
that  Mr.  Miller  has  taken  there. 

Mr.  AuBERT.  May  I  get  those  pages,  please? 

Mr.  Cole.  It  runs  all  through  his  testimony,  but  I  am  lef erring 
especially  to  pages  380  and  381,  for  instance,  just  one  sentence 
[reading]: 

Appreciating  the  need  for  more  accurate  information  than  has  been  obtainable 
heretofore  on  the  quantity  of  oil  in  a  sand  originally,  at  any  time  during  its 
producing  life,  or  after  a  field  has  been  abandoned  because  producing  o]3erations  no 
longer  could  be  carried  on  profitably,  engineers  now  are  working  on  the  develop- 
ment of  coring  tools  that  have  for  their  objective  the  taking  of  core  sjjecimens  of 
reservoir  sand  under  pressure  and  uncontaminated  by  drilling  fluids. 

And  so  forth. 

Mr.  Cole.  Referring  to  tliis  testimony,  it  will  probably  tie  in  with 
your  statements  on  other  questions.     You  have  not  finished? 

Mr.  AuBERT.  No,  I  have  not,  Mr.  Cole. 

Mr.  Cole.  How  much  longer  do  you  tliink  it  will  take,  how  much 
time? 

Mr.  Aubert.  I  have  about  two  pages  here.  However,  inasmuch  as 
there  was  still  a  variable  in  the  determination  of  potential  and  it  was 
felt  that  inequities  might  creep  in  at  that  point,  the  allocation  com- 
mittee appointed  an  engineering  committee  to  study  rules  and  regula- 
tions for  the  determination  of  individual  well  potentials  by  bottom 
hole  pressure  method. 

We  did  not  make  allocations  on  that  basis,  but  we  endeavored  to 
determine  the  potential  of  wells  by  bottom  hole  pressure  methods. 

This  method  was  to  act  as  an  alternative  to  the  open-flow  demon- 
strative method,  which  had  been  the  rule  in  the  past.  It  was  felt 
that  for  the  immediate  future  we  would  still  have  to  follow  the  opera- 
tors to  make  demonstrative  tests,  if  they  so  desired;  but  the  committee 
was  in  agreement  that  it  should  endeavor  to  discourage  demonstrative 
tests  for  the  reason  that  they  are  a  waste  and  inconclusive.  The 
committee  likewise  felt  that  it  would  take  some  time  to  educate  the 
producers  to  the  benefits  wliich  they  would  obtain  by  using  the 
bottom  hole  pressure  method.  We  are  pleased  to  report  that  rules 
and  regulations  for  the  determination  of  well  potentials  by  bottom 
hole  pressure  method  have  been  adopted  by  the  central  committee 
and  are  now  in  force.  I  should  like  to  submit  to  your  committee 
a  copy  of  these  rules  and  regulations. 
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J.  R.  Pemberton, 

Los  Angeles,  November  24,  1939. 
Dear  Sir:  The  following  changes  have  been  made  in  the  "Principles  and 
■regulations  for  determination  of  potential  factors  from  subsurface  pressure  data" 
in  accordance  with  a  resolution  of  the  Central  Committee  of  California  Oil  Pro- 
ducers made  on  November  22.  Please  consider  these  changes  as  a  part  of  the 
rules,  a  copy  of  Avhich  has  previously  been  sent  you. 

1.  Insert  on  page  8  as  a  continuation  of  I-C:  "An  old  pumping  well  must  pro- 
duce at  not  less  than  the  highest  demonstrated  rate  for  3  days  immediately  prior 
to  the  test,  and  in  addition  to  this,  it  shall  be  produced  at  an  average  of  not  less 
than  the  current  allotment  for  the  12  days  preceding  the  high  rate  period.  A  new 
pumping  well  must  produce  at  not  less  than  the  highest  demonstrated  rate  for 
3  days  immediately  prior  to  test." 

2.  The  last  paragraph  of  introduction,  page  1  will  read  as  follows:  "All  sub- 
surface pressure  data  submitted  will  be  treated  as  confidential  and  their  use  will 
be  restricted  to  members  of  the  umpire's  staff  and  the  depth  i,ressure  advisory 
committee;  the  data  are  the  property  of  the  company  submitting  them." 

3.  The  sentence  near  the  bottom  of  page  6  will  read:  "Under  no  condition  will 
a  pumping  well  be  given  a  potential  larger  than  the  volume  which  can  be  handled 
by  the  largest  practicable  pump  installation  of  the  same  type  of  equipment." 

You  will  be  similarly  notified  of  any  further  changes  that  may  develop  in  the 
future. 

Very  truly  yours, 

Wm.  R.  Wardner,  Jr., 

Assistant  Oil  Umpire, 

PRINCIPLES  AND  REGULATIONS  FOR  DETERMINATION  OF  POTEN- 
TIAL FACTORS  FROM  SUBSURFACE  PRESSURE  DATA  (WITH 
EXAMPLES) 

Introduction 

The  Central  Committee  of  California  Oil  Producers  recently  established  a  new 
plan  known  as  the  uniform  method  for  allocating  production  quotas.  Under  this 
system  an  allotment  is  assigned  each  individual  well  according  to  its  effective 
depth  and  potential  factor.  Under  these  conditions  it  is  essential  that  the  poten- 
tials of  all  wells  in  the  State  be  established  on  a  comparable  basis  so  that  uni- 
formity will  be  attained. 

Under  the  present  system  of  voluntary  curtailment,  the  duties  delegated  to  the 
umpire  by  the  central  committee  include  the  establishment  of  well  potentials  as  a 
necessary  step  in  the  preparation  of  allocation  schedules.  The  umpire  has 
further  been  authorized  by  the  central  committee  to  gather  depth-pressure  data 
and  to  use  them  in  the  calculation  of  potential  factors.  In  all  cases,  however,  it 
shall  be  optional  with  the  operator  as  to  whether  he  desires  to  establish  the  poten- 
tial of  a  given  well  by  restricted  flow  and  subsurface  pressure  measurements,  or 
by  actual  an  production  test  demonstration  of  the  well's  capacity.  It  is  considered 
essential  that  the  calculated  potential  factor  of  a  well  shall  not  exceed  a  rate  w^hich 
actually  could  be  demonstrated. 

All  subsurface  pressure  data  submitted  will  be  treated  as  confidential  and  their 
use  will  be  restricted  to  members  of  the  umpire's  staff  and  the  depth  pressure 
advisory  committee. 

GENERAL    PRINCIPLES 

The  primary  purpose  of  the  allocation  committee  in  recommending  the  prin- 
ciples of  potential  determination  through  depth-pressure  methods  was  to  avoid 
i;he  detrimental  effects  of  open-flow  tests  upon  the  well,  the  operator,  and  the 
industry.  Some  of  the  more  significant  advantages  of  depth-pressure  production- 
rate  tests  are: 

1.  Excess  production  is  held  to  a  minimum. 

2.  The  well  and  pool  are  protected  from  damage  which  might  result  from  open- 
flow  production  tests. 

3.  Investment  in  oversized  equipment  is  minimized,  permitting  use  of  smaller 
units  suitable  for  production  under  curtailment. 

4.  Potential  determinations  and  pressure  data  are  systematically  recorded  by 
1;he  umpire  and  become  useful  for  establishing  the  actual  decline  of  well  potentials. 

Out  of  approximately  19,000  wells  in  California  as  of  October  1,  there  were 
about  16,000  with  potentials  less  than  100  barrels  per  day.     In  general,  this  group 
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will  continue  to  receive  potential  values  determined  from  actual  production  records 
as  in  the  past.  The  remaining  3,000  wells  constitute  the  group  which  is  the  main 
field  of  use  for  the  method  set  forth  herein.  Included  in  this  number  are  approxi- 
mately 400  wells  which  have  demonstrated  potentials  far  beyond  the  amount 
required  to  obtain  the  maximum  allotment.  Rules  governing  the  calculation  of 
potential  factors  from  subsurface  pressure  methods  have  been  drawn  up  with  the 
thought  in  mind  of  securing  conservative  values  for  potential  factors. 

The  depth-pressure  method  of  establishing  a  potential  is  an  alternate  to  the 
open-production  test  and  is  entirely  optional  with  the  producer.  To  insure 
potential  values  consistent  with  actual  demonstration  it  is  the  prerogative  of  the 
umpire  to  exercise  his  discretion  as  to  what  data  are  acceptable  for  potential 
determination.  In  reviewing  potentials  with  the  operators  the  umpire's  engineers 
make  use  of  all  pertinent  data  available.  Where  subsurface  pressure  data  augment 
the  production  records  they  will  be  given  consideration  in  the  establishment  of 
potential  factors. 

The  present  inherent  limitations  of  the  depth-pressure  method  for  this  specific 
ajiplication  are  recognized.  Therefore,  it  has  been  the  aim  to  provide  herein  a 
plan  of  procedure  for  estaVjlishing  potential  factors  b}-  use  of  conservative  methods. 
Attention  is  called  to  the  fact  that  the  potential  factors  arrived  at  through  the 
depth-pressure  methods  set  forth  herein,  and  discounted  to  cover  hazards  of  in- 
accuracy, and  variation  from  normal  behavior,  are  not  necessarily  the  true  pro- 
ductive abilities  of  the  wells.  They  are  values  representing  relative  productive 
capacities  under  the  uniform  system  described  here,  none  of  which  would  be  in 
excess  of  those  actually  producible. 

It  is  necessary  that  correlations  between  potential  factors  established  from 
depth-pressure  data  and  those  determined  from  actual  well  performance  be  made 
in  various  fields  in  order  to  provide  assurance  that  the  adopted  uniform  procedure 
will  result  in  reasonably  accurate  and  equitable  potentials  for  all  types  of  wells. 
If  the  conclusion  of  such  a  study  shows  that  the  prescribed  method  does  not 
accomplish  this  end  in  a  particula.r  field,  a  further  study  will  be  made  with  the 
purpose  of  attempting  to  set  up  special  rules  for  tliat  field  which  will  be  appli- 
cable to  all  wells  in  the  area  and  which  will  bring  about  uniform  results. 

DEPTH    PRESSURE    ADVISORY    COMMITTEE 

An  engineering  committee,  known  as  the  depth-pressure  advisory  committee 
has  been  appointed  by  the  allocation  committee  to  act  in  a  consulting  capacity 
to  the  umpire  on  technical  matters  relating  to  depth-pressure  work.  The  com- 
mittee members  are  actively  engaged  in  depth-pressure  work  in  various  fields  of 
California,  and  this  background  of  experience  will  be  of  value  in  the  execution 
of  their  duties. 

The  activities  of  this  committee  are  as  follows : 

1.  To  advise  the  umpire  in  all  matters  pertaining  to  establishment  of  potential 
factors  from  subsurface  pressure  methods. 

2.  To  review  the  rules  governing  potential  factor  determination  from  subsur- 
face pressure  data  and  recommend  changes  when  necessary. 

3.  To  recommend  special  studies  or  investigations  which  maj'  appear  necessary 
in  a  particular  field,  to  be  made  by  the  operators  or  by  members  of  the  umpire's 
staff,  for  the  consideration  of  the  committee. 

4.  To  review  all  potential  factors  set  by  the  umpire's  staff  based  on  subsurface 
pressure  methods,  giving  particular  attention  to  cases  which  do  not  permit 
routine  evaluation. 

5.  To  act  as  a  board  of  review  in  case  of  a  dispute  between  an  operator  and  the 
umpire  as  to  the  application  of  rules  or  interpretation  of  data. 

GENERAL    METHODS FLOWING    AND    GAS    LIFT    WELLS 

The  data  required  by  this  method  are  obtained  by  the  use  of  a  depth-pressure 
recorder  run  into  the  well  under  shut-in  and  flowing  conditions.  Experience- 
shows  that  potentials  for  flowing  or  gas  lift  wells  may  be  calculated  with  precision 
if  accurate  depth-pressure  measurements  are  made  under  equilibrium  conditions- 
with  wells  flowing  at  approximately  60,  40,  and  20  percent  of  capacity,  or  with  a 
static  measurement  and  flowing  runs  at  30  and  60  percent  of  capacity. 

It  is  essential  that  wells  be  produced  under  constant  operating  conditions  for 
a  sufficient  time  immediate!}'  preceding  each  test,  to  insure  equilibrium.  A 
depth-pressure  recorder  should  be  run  during  the  last  2  hours  at  each  of  the  rates, 
listed  under  one  of  the  following  sets  of  conditions: 
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1.  A  static,  and  flow  run  at  approximately  60  percent  and  30  percent  of  the 
•smaller  of  either  (1)  the  calculated  potential,  or  (2)  the  potential  factor  which 
yields  a  top  allotment. 

2.  Flow  runs  at  approximately  60,  40,  and  20  percent  of  the  smaller  of  either 
(1)  the  calculated  potential,  or  (2)  the  potential  factor  which  yields  a  top  allotment. 

Graphic  interpretation  of  the  data  involves  plotting  mean  formation  pressure  ' 
and  tulnng  pressure  versus  gross  production  rate.  The  tubing  pressure  curve  is 
extrapolated  from  its  value  at  the  highest  demonstrated  rate  parallel  to  the 
subsurface  pressure-rate  curve  down  to  the  30-pound-per-square-inch  minimum 
value  for  surface  pressure.  The  rate  corresponding  to  this  intercept  is  the  gross 
potential,  the  net  potential  being  determined  from  the  cut. 

Algebraically,  the  potential  may  be  calculated  by  multiplying  the  productivity 
index  of  the  well  by  the  difference  between  the  static  mean  formation  pressure  and 
the  minimum  mean  formation  back  pressure.  The  minimum  mean  formation 
back  pressure  is  the  vertical  flow  pressure  loss  for  the  maximum  demonstrated 
rate  plus  30  pounds  per  square  inch. 

Potentials  calculated  by  this  method  will  tend  to  become  larger  in  most  wells 
as  the  demonstrated  rate  is  increased  due  to  lightened  gradients  in  the  flow  string. 
Because  this  method  penalizes  some  wells  at  low  rate  of  flow  and  tends  toward 
higher  demonstrated  rates  with  possible  attendant  injury  to  the  well,  a  modifica- 
tion will  be  recognized.  Acceptable  values  may  be  established  for  limiting  gradi- 
ents in  certain  areas  under  consideration,  provided  that  sufficient  reliable  data 
are  furnished  by  an  operator  based  on  performance  of  wells  in  the  same  area  having 
similar  producing  characteristics. 

Pumping  ivells 

A  pumping  well  calculated  potential  is  derived  from  the  productivity  index  and 
accompanying  pressure  data  determined  by  use  of  a  depth-pressure  recorder  or 
by  a  sonic  method.  The  productivity  index  of  a  well  can  be  ascertained  by  obtain- 
ing two  or  more  points  on  a  pressure-rate  curve.  Pressures  should  be  calculated  on 
a  basis  of  mean  formation  pressure.  Acceptable  bases  for  determination  of  pro- 
ductivit}'  index  are: 

1.  Sonic  measurement  of  fluid  levels  or  depth-pressure  recorder  measurement 
and  calculation  of  mean  pressures  at  two  or  more  equilibrium  rates. 

2.  A  static  pressure  combined  with  at  least  one  producing  pressure  obtained 
with  sonic  equipment  or  a  depth-pressure  recorder. 

For  the  purpose  of  calculating  the  potential,  the  mean  producing  pressure  will 
not  be  reduced  below  the  value  calculated  with  the  fluid  level  at  the  top  of  the 
perforations  unless  the  pump  intake  is  actually  below  the  top  of  perforations. 
In  this  case,  the  mean  formation  pressure  may  be  calculated  with  the  fluid  level 
at  the  pump.  The  umpire  reserves  the  right  to  judge  the  depth  to  which  the 
fluid  level  may  be  drawn  down  on  the  basis  of  all  available  data  and  field  experience 
for  the  area  in  question. 

Reliability  of  sonic  data  must  be  weighed,  since  the  sources  of  possible  error 
involve  unstable  fluid  levels  as  well  as  fluid  gradients  which  may  not  be  precisely 
determinable.  It  is  necessary  that  a  suflScient  length  of  time  elapse  between 
changed  producing  conditions  for  the  fluid  levels  to  come  to  equilibrium  for  con- 
stant production  rates.  This  method  may  employ  the  use  of  measuring  fluid 
gradients  by  maintaining  a  constant  rate  of  production  and  depressing  fluid  levels 
by  increasing  casing  pressure. 

Under  no  condition  will  a  pumping  well  be  given  a  potential  larger  than  the 
volume  which  can  be  handled  by  the  largest  practicable  pump  installation. 

Discount  system 

The  fundamental  principle  underlying  the  calculation  of  potential  by  pressure 
methods  involves  the  extension  of  a  pressure  rate  curve  to  conditions  of  higher 
rate  and  accompanying  lower  pressure.  To  secure  potential  factors  which  are 
always  producible,  it  is  considered  advisable  to  discount  calculated  potentials 
imder  specified  conditions  by  a  uniform  formula,  as  follows: 


F=D  +  ^(P-D)=d(2-^^ 


'  See  reference  on  p.  11. 
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•\vhcre  F-^potential  factor;  D=(l)  100/60  of  the  highest  demonstrated  rate  for 
which  pressure  measurements  are  made,  but  not  to  exceed  the  calculated  potential,, 
in  a  flowing  or  gas  lift  well,  or  (2)  the  highest  demonstrated  rate  for  which 
pressure  measurements  are  made  in  a  pumping  well;  P=  calculated  potential. 

As  previously  pointed  out,  the  pressure  rate  curve  generally  can  be  extended 
accurately  to  100/60  of  the  highest  demonstrated  rate  for  flowing  and  gas-lift 
wells.  Therefore,  in  these  wells  the  calculated  potential  is  not  discounted  if  the 
highest  demonstrated  rate  equals  or  exceeds  60  percent  of  its  value.  In  the  case  of 
pumping  wells,  since  the  hazards  are  considered  greater,  discounting  starts  from 
the  highest  demonstrated  rate. 

Although  the  discount  factor  is  arbitrary,  it  has  a  reasonable  basis.  In  effect, 
a  pumping  well  is  given  a  potential  factor  which  is  the  highest  demonstrated 
rate  plus  a  fraction  of  the  difference  between  the  calculated  potential  and  the  rate. 
This  fraction  is  the  ratio  of  the  highest  demonstrated  rate  to  the  calculated 
potential.  It  is  recognized  in  the  application  of  this  formula  that  a  demonstration 
is  the  most  accurate  gage  of  a  potential  factor,  and  as  the  demonstrated  rate- 
increases,  the  discount  decreases,  reaching  zero  at  capacity  production. 

Potential  decline  by  the  umpire 

The  periodic  submission  of  subsurface  pressure  data  to  the  umpire  will  permit 
a  more  accurate  decline  of  potential  factors  than  is  possible  from  production 
records  alone.  The  decline  of  static  pressure  and  productivity  index  of  a  well  will 
be  acceptable  as  a  basis  for  the  decline  of  potential  factor. 

The  highest  percentage  of  the  calculated  potential  demonstrated  in  any  depth- 
pressure  test  of  a  well  may  be  used  in  place  of  the  discount  formu'a  for  calculation 
of  the  potential  factor  in  any  subsequent  depth-pressure  test.  This  method  will 
be  allowed  only  when  there  are  no  appreciable  changes  in  producing  conditions 
such  as  increase  in  productivity  index,  gas-oil  ratio,  or  cut  of  sand  or  water. 

Regulations  for  gathering  subsurface  data 

These  regulations  outline  a  procedure  of  obtaining  depth  pressure  data  which 
will  secure  the  greatest  accuracy  practicable  on  the  basis  of  present  knowledge; 
however,  they  are  subject  to  revision  if  changes  appear  desirable  in  light  of  later 
experience. 

1.  Production  policy. —  (A)  An  equilibrium  period  for  rate  stabilization  is  re- 
quired prior  to  determination  of  the  subsurface  pressure  under  producing  condi- 
tions. Where  less  time  than  24  hours  is  used  for  stabilization,  sufficient  data 
must  be  provided  to  show  that  equilibrium  is  reached  in  the  shorter  time. 

(B)  A  shut-in  time  of  not  less  than  48  hours  shall  be  required  for  the  deter- 
mination of  a  static  pressure,  unless  sufficient  data  are  provided  to  show  that  equi- 
librium is  reached  in  a  shorter  time.  The  casing  and  tubing  of  a  pumping  well 
must  be  shut  in  during  the  entire  period  in  addition  to  having  the  pump  shut  down. 

(C)  Daily  production  for  old  wells  must  average  at  least  current  allotment  for 
the  15-day  period  preceding  the  potential  test. 

(D)  In  pumping  wells,  a  large  differential  is  desired  between  oil  production 
rates  accompanying  pressure  measurements,  and  in  no  case  shall  it  be  less  than 
the  allotment. 

(E)  A  static  pressure  is  not  acceptable  for  potential  calculations  in  a  well 
equipped  with  a  tubing  packer  and  tubed  below  the  top  of  the  perforations. 

(F)  Data  must  be  submitted  on  standard  forms  obtainable  from  the  umpire's 
office. 

II.  Pressure  measureynent. —  (A)  The  accuracy  of  depth-pressure  recorder 
measurements  shall  be  within  1  percent  error.  It  is  suggested  as  a  routine  method 
of  checking  gage  accuracy  that  the  recorder  tubing  head  pressure  be  compared 
with  the  tubing  head  pressure  as  measured  by  a  test  gage  of  known  calibration. 

(B)  Elapsed  time  period  for  completion  of  pressure  measurements:  Pressure 
measurements  for  calculation  of  a  potential  should  be  taken  within  a  10-day 
period.  Otherwise,  the  pressure-time  relation  should  be  supplied  in  each  case  tO' 
permit  evaluation  of  the  rate  of  decline  of  static  pressure. 

(C)  Pumping  well  tests  by  depth  pressure  recorder:  1.  It  is  recommended  that 
a  static  pressure  and  not  more  than  one  producing  pressure  be  measured  on  a 
single  72-hour  depth-pressure  recorder  chart. 

2.  To  facilitate  interpretation,  a  plot  of  pressure  and  production  rate  versus- 
time  is  requested. 

(D)  Measurements  by  sonic  recording  equipment  in  pumping  wells:  Fluid 
levels  are  measured  and  the  depth-pressure  relationship  is  determined. 


PETROLEUM  INVESTIGATION  713 

1.  Producing  pressure  measurements:  (a)  In  determining  the  depth  pressure 
relationship  in  the  casing  of  a  pumping  well,  the  fluid  level  for  any  constant 
production  rate  should  be  depressed  at  least  two-thirds  of  the  distance  between 
its  location  at  the  lowest  casing  pressure  and  the  pump  intake.  At  least  two 
fluid  levels  are  essential  for  this  determination.  Three  or  more  are  preferable, 
particularly  if  the  fluid  level  is  fluctuating  during  the  measurement  of  its  highest 
position. 

(6)  The  elapsed  time  between  consecutive  fluid-level  measurements  at  different 
casing  pressures  shall  be  sufficient  to  insure  that  the  production  rate  has  become 
constant  at  an  increased  casing  pressure.  Experience  has  shown  that  this  time 
interval  should  be  at  least  five  times  as  long  as  that  computed  by  dividing  the 
volume  of  fluid  in  the  casing  between  the  fluid  levels  by  the  constant  production 
rate.  The  fluid-level  determination  shall  not  be  made  until  production  gages 
show  that  conditions  have  returned  to  equilibrium. 

(c)  To  obtain  reliable  fluid  levels  for  establishment  of  the  depth-pressure 
relationship,  a  back-pressure  regulator  shall  be  used  to  insure  a  constant  casing 
pressure  for  any  one  fluid  level. 

(d)  It  is  desirable  to  use  a  recording  casing  pressure  gage  and  a  stroke  counter 
during  the  period  of  depressing  the  fluid  level. 

2.  Shut-in  pressure  measurements:  (a)  To  establish  a  depth-pressure  relation- 
ship it  is  desirable  to  measure  the  fluid  level  as  near  the  pump  intake  as  possible. 
Prior  to  the  shut-down  of  the  pump,  the  casing  should  be  shut  in  and  the  casing 
pressure  allowed  to  build  uji  to  its  highest  possible  value. 

(6)  When  estimated  fluid  gradients  are  used  in  determining  the  depth-pressure 
relationship  values  corresponding  to  gas-free  oil  in  clean  wells  and  water  in  wet 
wells  should  be  used.  Other  values  may  be  used  only  when  sufficient  corroborative 
evidence  is  submitted  by  the  operator.  An  acceptable  method  for  determining 
fluid  gradients  with  sonic  equipment  is  as  follows: 

(1)  The  casing  is  shut  in  and  the  casing  pressure  allowed  to  build  up  to  its 
highest  possible  value  under  which  conditions  the  fluid  level  is  determined. 

(2)  Keeping  the  casing  shut  in,  the  pump  is  then  shut  down  for  the  requisite 
shut-in  period  and  the  fluid  level  is  again  measured. 

(3)  Fluid  gradients  are  then  computed  assuming  that  the  fluid  which  entered 
the  well  during  the  period  in  which  the  pump  was  shut  down  is  of  the  same  compo- 
sition as  that  produced  from  the  well.  Likewise,  it  is  assumed  that  the  fluid  over 
the  pump  as  measured  in  (1)  above,  is  all  oil. 

In  the  presentation  of  subsurface  data  to  the  umpire's  ofhce,  the  terminology 
and  symbols  shall  conform  to  those  standards  proposed  in  the  A.  P.  I.  paper  "Oil 
Well  Performance:  A  Discussion  of  Proposed  Terminology,"  bv  B.  P.  Kantzer 
and  E.  G,  Trostel,  A.  P.  I   Drilling  and  Production  Practice,  1937. 

Example  No.  1 
subsurface  pressure  test  on  a  flowing  well 

This  well  had  been  producing  at  the  allotment  rate  for  15  days  prior  to  this 
test.  A  static  (shut-in)  and  two  flow  rates  (30  and  60  percent  of  calculated 
potential)  were  chosen  for  the  test.  However,  three  rates  (20,  40,  and  60  percent 
of  the  calculated  potential)  could  have  been  used. 

For  the  first  flow  run,  the  well  was  set  with  an  ^%4-inch  bean.  After  the  well 
had  produced  for  24  hours,  equilibrium  conditions  (production  rate  and  pressure 
remained  constant)  were  attained.  An  equilibrium  condition  was  ascertained 
by  regular  check  on  the  oil  gage  and  tubing  pressure.  The  production  rate 
remained  constant  at  350  B/D  gross  for  the  last  9  hours. 

The  subsurface  pressure  recorder  was  then  lowered  into  the  well  through  the 
tubing.  Stops  were  made  at  1,000,  2,000,  2,870,  3,060,  3,200,  3,400,  and  3,600 
feet  so  that  the  pressure  at  those  points  was  recorded. 

Many  stops  were  made  at  various  depths  opposite  the  producing  horizon. 
Pressures  were  recorded  at  these  points  so  that  the  mean  formation  pressure, 
which  is  the  weighed  average  pressure  of  the  formation,  can  be  accurately  calcu- 
lated. The  pressure  traverse  was  completed  in  approximately  an  hour  and  a  half 
time.  The  oil  gage  was  checked  before  and  after  the  recorder  was  in  the  hole^^to 
insure  that  the  rate  of  production  had  remained  constant. 

For  the  second  flow  run,  the  well  was  set  with  a  2%4-inch  bean  to  obtain  a  higher 
flow  rate.  At  this  rate,  the  well  had  attained  equilibrium  in  24  hours.  This  was 
also  ascertained  by  a  regular  check  on  the  oil  gage  and  tubing  pressure.  The  rate 
of  production  was  750  B/D  gross. 
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The  recorder  was  then  lowered  into  the  well.  Stops  were  made  at  the  same 
■depths  as  in  the  first  run.     The  rate  of  production  was  checked  as  before. 

After  the  flow  runs  were  completed,  the  well  was  entirely  shut  in  for  48  hours. 
From  past  experience  on  this  well,  48  hours  was  sufficient  for  it  to  reach  static 
equiUbriuni.  A  static  pressure  traverse  was  made  in  the  same  manner  as  for  the 
flow  runs. 

The  depth  pressure  data  from  these  three  runs  are  plotted  on  the  Depth  versus 
Pressure  Chart  as  shown  on  figure  No.  1.  The  mean  formation  pressures  are 
■calculated  from  these  data. 

The  mean  formation  pressures  are  plotted  against  their  corresponding  rates  of 
gross  production  as  shown  on  figure  No.  2.  The  productivity  index  is  the  slope 
•of  the  line  drawn  through  these  points.  It  is  the  rate  differential  per  pound  per 
square-inch  drop  in  pressure. 

The  mean  pressure  at  750  B/D  rate  is  886  Ib./sq.in. 

The  mean  pressure  at  350  B/D  rate  is  1,082  Ib./sq.in. 

Productivity  index  =  y^jg2irco2^^-^'*  B/D/lb./sq.in. 

The  calculated  potential  is  equal  to  the  highest  rate  plus  the  product  of  the 
productivity  index  times  the  quantity,  tubing  pressure  at  the  highest  rate  minus 
30  pound-per  square  inch. 

Calculated  potential  =  Highest  rate  +  Productivity  index  (tubing  pressure  — 30) 
Calculated  potential  =  750  + 2.04  (390-30)  ■=1,485  B/D  gross 
at  1%  cut  Calculated  Potential=  1,470  B/D  net. 

This  calculation  is  graphically  shown  on  figure  No.  2.  Tubing  pressures  are 
also  plotted  against  their  corresponding  rates  on  this  chart. 

A  line  parallel  to  the  subsurface  pressure-rate  curve  is  drawn  through  the  tubing 
pressure  at  the  highest  rate  down  to  30  pounds  per  square  inch  minimum  value 
for  surface  pressure.  The  rate  corresponding  to  this  intercept  is  the  gross  po- 
tential, the  net  potential  being  determined  from  the  cut. 

The  next  step  is  to  determine  the  potential  factor  by  use  of  the  discount  formula. 
The  highest  demonstrated  rate  in  the  test  is  742  B/D  net  which  is  50.5  percent  of 
the  calculated  potential  of  1,470  B/D  net.  Since  it  is  less  than  60  percent  of  the 
calculated  potential,  a  discount  is  applied  to  obtain  the  potential  factor.  The 
potential  factor  is  then  calculated  by   using  the  discount  formula  as  follows: 

F=D  +  5(P_D) 

Avhere  F  =  Potential  factor 

P-^  Calculated  potential 

D=-^7r  of  the  highest  demonstrated  rate  for  a  flowing  or  gas  lift 
60       well. 

D  =  ^X  742=  1237 

12*^7 
Potential  factor  F=  1237-|-j^^  (1470-1237) 

F-1433 

The  potential  factor  may  also  be  determined  by  graphic  means  as  shown  in 
figure  No.  7,  curve  No.  2.  In  this  test,  the  highest  demonstrated  rate  is  50.5 
percent  of  the  calculated  potential,  and  as  shown  by  the  discount  chart,  the  po- 
tential factor  (or  discounted  potential)  is  then  97.5  percent  of  the  calculated 
potential.     In  other  words,  the  calculated  potential  is  discounted  2.5  percent. 

If  the  higliest  demonstrated  rate  were  over  60  percent  of  the  calculated  potential, 
then  no  discount  would  be  applied.  In  that  case,  the  potential  factor  is  100  per- 
cent of  the  calculated  potential. 

(Chart  ref^rr-ed  to  filed  with  the  committee.) 
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California  Oil  Umpire 
530  West  Sixth  Street 
Ivos  Angeles,  California 
Tr  9705 


Flowing  F  17,  Nov.  6,  1939 


Example  No.  1. — Subsurface  Pressure  Test  Data  Potential  Determination  for  Flow- 
ing and  Gas  Lift  Wells 


(Information  Confidential) 


Company:  John  Doe  Oil  Company;  field:  Oilfield;  Lease  and  well  No.  A-No.  3; 

pool:  Main. 

PRODUCTION    15    DAYS    PRIOR    TO    TEST 

Average  gross  fluid,  B/D  200;  average  net  oil,  B/D,  198;  total  cut,  percent,  I.O.. 
Casing  record:  Total  depth,  3,720  feet;  plug  depth,  3,700  feet;  vi^ater  string,, 
ll^inches;  cemented  at  1,980  feet;  oil  string,  8^i  inches;  landed  at  3,060  feet;- 

liner,  6%  inches:  landed  at  3,700  feet. 
Tubing  record:  Size  3-inch;  depth  2,940  feet. 
Perforations:  From  3,060  feet  to  3,700  feet. 
Zone:  First  Zone. 
Packer  at  (None)  feet. 
Size  and  type  of  perforations:   100  M.  Vertical  slots. 


Date  of  test 

Bean: 

Size 

Hours  prior  to  test 

rroduction: 

Gross  fluid,  B/D-_.-. 

Total  cut,  percent 

Net  oil,  B/D 

Gauge  period,  hours 

Flowing  through 

Oil  gravity,  wet,  °API 

Total  g  as,  Mcf/D 

Circulated  gas,  Mcf/D 

Formation  gas,  Mcf/D 

Total  gas-fluid,  ratio 

Pressures,  P.  S.  I.: 

Casinghead 

Tubinghead 

1,000  feet 

2,000  feet 

2,870  feet 

3,060  feet 

3,200  feet 

3,400  feet.- 

3,600  feet 

Mean  formation 

Maximum  bottom  hole  temperature  °F- 


Oct. 


18/64 _ 
24.. _. 


Tubing. 


1,020_ 
1,085. 
1,160. 
1,082- 
164-. 


Oct.    3, 


29/64. 
24...- 


Tubing. 
720-"-".!'. 
726".]"' 


Oct.     5, 1939 


850. 

870. 

1,090 

1,128. 

1,170. 

1,235. 

1,300. 

1,229. 

164. 


COMPUTED    RESULTS 

Productivity  index  2.04  gross  B/D  per  P.  S.  I.  Calculation: 
750-350     400 


1082-886     196 


:2.04. 


Calculated  potential  1470  net  B/D  at  30  P.  S.  I.  on  tubing  calculation:  750  +  2.04 
(390-30)  =  1485  B/D  gross. 

Potential   factor    1433;    Calculation: 

749  1 2.^7 

D  =  ^=1237;  F=1237  +  i||^  (1470-1237). 


60 


1470 


Two  rates  are  used  for  calculating  productivity  index  because  they  are  more 
representative  of  the  well  performance. 
Data  witnessed  by  C.  P.  Smith;  certified  by  J.  R,  Jones;  date,  Oct.  15,  1939, 
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P^XAMPLE    XO.   2 
SUBSURFACE  PRESSURE  TEST  ON  A   PUMPING  WELL  BY  THE  RECORDKK  MEl'HOD 

A  depth  pressure  test  was  made  on  this  well  by  the  subsurface  pressure  recorder 
method.  The  well  had  been  producing  at  a  rate  of  90  B/D,  the  allotment,  for 
15  days  prior  to  the  test.  The  type  of  pump  in  the  well  is  a  RCD  stationary 
pump.  The  recorder  can  be  connected  to  the  bottom  of  the  pump  without  pulling 
the  tubing. 

A  total  shut-down  time  of  4  hours  was  required  to  pull  the  rods  and  place  the 
recorder  in  the  well.  The  recorder  was  eqiiipped  with  a  72-hour  clock,  so  that 
pressure  draw-down  while  producing  and  the  static  pressure  build-up  could  be 
recorded  on  the  chart  during  the  time  allowed. 

The  well  was  put  back  on  production  at  the  same  pump  speed  and  same  length 
of  stroke.  Four-hour  oil  gages  were  taken  regularly  throughout  the  test.  During 
the  last  12  hours  of  the  total  22  hours  of  production  time,  the  well  was  producing 
at  a  constant  rate  of  90  B/D.  (This  is  shown  on  figure  No.  3  where  the  produc- 
tion rate  is  plotted  against  time.) 

The  well  was  then  shut  in  entirely  with  the  casing  and  tubing  closed.  The 
recorder  remained  in  the  well  for  48  hours  to  record  the  static  pressure  build-up. 

After  the  recorder  was  removed  from  the  well,  the  pressure  data  taken  on  the 
chart  of  the  recorder  was  plotted  on  figure  No.  3  with  pressure  versus  time. 

On  figure  No.  3,  the  pressure-time  curve  shows  that  equilibrium  static  jjressure 
had  been  attained  in  32  hours  which  is  ascertained  by  a  constant  pressure  during 
the  last  16  hours  of  test.  It  also  shows  that  an  equilibrium  condition  was  also 
attained  during  the  production  test,  which  is  ascertained  by  a  constant  producing 
pressure  and  a  constant  producing  rate  for  12  hours. 

The  pressure  at  only  one  depth  is  recorded.  The  recorder  is  located  at  a  depth 
of  3,217  feet  which  is  the  midpoint  of  perforations.  Assuming  that  the  oil  gradi- 
ent along  the  perforated  interval  at  both  producing  and  static  conditions  is  con- 
stant, the  pressures  at  midpoint  are  the  mean  formation  pressures. 

Then  to  calculate  the  productivity  index  of  the  well,  the  demonstrated  rate  of 
production  is  divided  by  the  difference  between  the  static  pressure  and  the  pro- 
ducing pressure  measured  at  the  recorder.  The  demonstrated  rate  is  90  B/D 
gross,  the  producing  ])re.ssure  is  .541  Ib./sq.  in.,  and  the  static  pressure  is  818 
Ib./sq.  in.,  as  shown  in  figure  No.  3.  The  ])roductivity  index  is  calculated  as 
follows: 

90 
Productivity  Index  =  g^g_^^^  =  0.325  B/D/lb./sq.  in. 

To  calculate  the  calculated  potential,  the  productivity  index  is  multii)lied  by 
the  static  pressure  as  follows: 

Calculated  Potential==0.325X81S  =  266  B/D  gro.ss  at  1.0%  cut,  calculated 
potential  =  263  B/D  net. 

This  cab  also  be  graphically  determined  as  shown  on  figure  No.  4. 

The  potential  factor  is  then  calculated  by  the  following  discount  formula: 

F+  =  D-f^)(P-D) 

where  F     =  Potential  Factor 

D     =  Highest  demonstrated  rate  for  pumping  well. 

P     =  Calculated  potential. 

The  demonstrated  rate  for  this  test  is  89  B'D  net,  and  the  calculated  potential 
is  263  B/D  net. 

F  =  89 +  ^(263-889) 

F==148 

The  potential  factor  may  also  be  determined  by  using  curve  No.  1  on  the  dis- 
count chart  (fig.  No.  7).  The  demonstrated  rate  of  89  B/D  is  33.8  percent  of  the 
calculated  potential,  and  reading  from  the  chart,  the  potential  factor  is  56.2 
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percent  of  the  calculated  potential.     By  using  such  a  low  test  rate  of  production, 
the  discount  is  43.8  percent. 

(Chart  referred  to  filed  with  the  committee.) 


•California  Oil  Umpire 
.530  West  Sixth  Street 
Los  Anpeles,  Calif. 
TR  9705 


Pumping  F 
P"  14 
10  0  39 


Example  No.  2,  Subsurface  Pressure  Test  Data  Potential  Determixation 
FOR  Pumping  Wells  (Information  Confidential) 

'Company:  John  Doe  Oil  Co.     Field:  Oilfield, 
and  well  No.  B  No.  1       Pool:  Brea. 


production    15    DAYS    PRIOR    TO    TEST 

Average  gross  fluid,  B/D  90;  average  net  oil,  B/D  89;  total  cut,  percent  1.0. 

CASING    RECORD  TUBING    RECORD 

'Total   depth,    3,389   feet.     Plug   depth,    Size,  2)4  inch.     Depth,  3,217  feet. 

3,375  feet.  Packer    at:  None. 

"Water   string,    13   feet.     Cemented   at.    Zone:  First  zone.     Size  and  type  of  per* 

708  feet.  forations:  80  M.  Vertical  slots. 

Oil  string,  8^  feet.     Landed  at,  3,059 

feet. 
Liner,  6%  feet.     Landed  at,  3,375  feet. 
Perforations:  From  3,058  feet;  to  3,375 

feet. 

PRODUCTION  EQUIPMENT 

Type  of  pump;  RCD  stationary  pump;  pump  size:  232  inches:  plunger  diameter:  2M  inches. 


Test 

"A" 

"B" 

"C" 

"D" 

"E" 

"F" 

10-6-39 
15  days 

90 
1.0 

89- 

4 

3,217 

10 

30 

60 

10-8-39 

48  hrs. 

0 

'Length  of  time  at  test  rate,  hours  . 

Production  rate,  B/D  gross 

Total  cut,  percent 

Net  oil  rate,  B/D 

6 

Pump  depth,  feet 

3,217 

Length  of  .stroke,  inches .  .  .  . 

Casing  pressure,  P.  S.  I .._  

120 

Sonic. 

Gas  column  weight,  P.  S.  I 

Fluid  level,  feet 

Fluid  gradient  in  fluid  casing,  P.  S.  L  feet 

Pressure  at  pump,  P.S.I 

Recorder: 

3,217 
541 
152 
541 

3,217 
818 
152 
818 

Pressure  at  recorder,  P.  S.  I _..  

Temnerature,  °F  ....                           .      . 

Mean  formation  pressure.  P.  S.  I 

■Oil  gravity:  {|^ 


20.6°  Api.     Gas  fluid  ratio,  100  cu.  ft./bbl.;  gas  gravity,  0.8, 

COMPUTED    RESULTS 


Minimum  mean  formation  pressure  with  fluid  level  at  <^™J]^.      ^  p  S  T 

Calculation:   (Pump   i,s   at   midpoint   of  perforation.    Fluid  level  may  be  drawn 
down  to  pump.) 

90 

Gross  productivitv  index:  0.325.     Calculation: 


818-541 


=  0.325. 
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Calculated  potential:  203  B/s  net.     Calculation:  0.325X818  =  266  B/D  gross  = 
263  B/D  net. 

8Q 
Potential  factor:   148.     Calculation:  89  +  2(^(263-89)  =89'+ 59=  148. 

(For  recorder  method,  present  pressure  and  production  vs  time  chart.] 
Remarks:  The  well  was  in  equilibrium  condition  in  both  tests  as  sliown  on  the 
accompanying  pressure  and  rate  vs  time  chart. 

Company  taking  measurements l)y 

Data  witnessed  by  C.  P.  Smith.     Certified  by  J.  R.  Jones.     Date  10-15-39. 
Potential  factor Assigned  for  month  of 

Example  No.  3 
subsurface  pressure  test  on  a  pumping  well  by  the  sonic  method 

The  general  principle  of  the  sonic  method  is  to  determine  the  position  of  the 
fluid  level  in  the  casing  at  different  pressures  on  the  fluid  surface  when  the  well  is 
producing  at  a  constant  rate.  At  a  constant  rate  of  production,  the  difference  in 
the  pressure  exerted  on  ttie  fluid  surface,  reflected  by  a  change  in  casing  pressure,, 
is  equal  to  the  pressure  exerted  by  the  column  of  fluid  displaced.  This  difference 
in  pressure  on  the  fluid  surface  divided  by  the  distance  between  the  fluid  levels- 
is  the  gradient  of  the  oil  column.  Knowing  the  pressure  on  the  fluid  surface  and 
the  oil  gradient,  the  pressure  at  the  bottom  of  the  well  can  then  be  calculated. 

The  fluid  level  is  determined  by  a  sonic  recording  device  which  measures  the 
time  of  reflection  of  the  sound  waves.  The  pressure  exerted  on  the  fluid  surface 
is  the  pressure  at  the  casing  head  plus  the  pressui'e  exerted  by  the  column  of  gas. 

Two  rates  of  production  were  chosen  for  this  test.  For  the  first  test  rate,  the 
well  was  producing  at  approximately  the  allotment.  The  back-pressure  regulator 
(used  to  insure  a  constant  casing  pressure),  was  set  at  160  Ib./sq.  in.  The  oil 
gage  was  checked  regularly  to  insure  a  constant  rate  of  production. 

After  a  constant  rate  of  production  had  been  held  for  a  sufficient  length  of  time, 
the  fluid  level  and  casing  head  pressure  were  measured.  Then  the  fluid  was 
depressed  for  a  considerable  distance  by  adjusting  the  l)ack-pressure  regulator- 
to  a  higher  casing  pressure.  Other  operating  conditions  remained  the  same,  in 
order  to  maintain  the  same  rate  of  production.  Tlie  well  was  produced  for  24 
hours,  and  during  this  period,  the  oil  was  gaged  at  regular  intervals.  When  a 
constant  rate  of  production  was  insured,  the  fluid  level  and  casing  head  pressure 
were  again  measured. 

With  two  fluid  levels  and  their  corresponding  casing  head  pressures  determined 
for  a  constant  rate  of  production,  the  oil  gradient  in  the  casing  can  be  calculated 
as  follows: 

TEST    A 

Casing  pressure  =     160  Ib./sq.  in. 

Gas  column  weight  =     ^12  Ib./sq.  in. 

Total  pressure  on  fluid  surface=     172  Ib./sq.  in. 
Depth  of  fluid  level  =2,460  feet 


Casing  pressure  =     463  Ib./sq.  in. 

Gas  column  weight  =       57  Ib./sq.  in. 

Total  pressure  on  fluid  surface  =     520  Ib./sq.  in. 
Depth  of  fluid  level  =4,220  feet 

^20 172 

Oil  gradient  =  492Q _ 2460  =0-^98  Ib./sq.  in. /ft. 

The  data  are  plotted  on  the  depth  versus  pressure  chart  in  figure  No.  5.  The- 
gradient  line  is  extended  down  to  the  midpoint  of  perforations.  The  pressure 
corresi)onding  to  this  intercept  is  the  mean  formation  pressure  of  722  Ib./sq.  in.  for- 
the  rate  of  76  B/D  gross. 

The  second  test  rate  of  161  B/D  gross  is  more  than  twice  the  first  test  rate. 
The  difference  is  more  than  the  allotment  for  the  well.  The  procedure  and 
calculation  for  this  test  are  the  same  as  those  for  the  first  test  and  need  not  l)e 


Determined  by  Dice's  formula. 
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repeated.  The  pressure  on  the  fluid  surface  and  the  depth  of  the  fluid  level  for 
the  second  rate  are  plotted  on  figure  No.  5  together  with  the  first  rate.  The 
mean  formation  pressure  corresponding  to  this  intercept  for  the  second  rate  is 
407  Ibs./sq.  in. 

The  producing  oil  gradient  varies  in  different  sizes  of  pipe.  The  gradient  in  the 
4%-inch  liner  is  generally  less  than  the  gradient  in  the  6^8-inch  casing.  However, 
there  are  only  45  feet  of  4%-inch  liner;  therefore,  the  correction  is  very  small  for 
this  well  and  may  be  neglected. 

The  productivity  index  is  calculated  as  follows: 

^     .     ^.   .,     .    ,  161  B/D-76B/D 

Productivitv  index—  


722  Ibs./sq.  in.-4071bs./sq.in. 
=  0.27  B/D/lb./sq.  in. 

The  minimum  mean  formation  pressure  is  the  producing  pressure  at  tlie  mid- 
point of  the  perforation  (considering  the  gradient  to  be  vmiform),  when  the  fluid 
level  is  drawn  down  to  the  top  of  the  perforations. 

The  calculation  is  as  follows: 

,,r.    .            T.,r        TT          .•       T-.                  ,^  1  ^ -TV  .-5260  — 5215 
Mniimum  Mean  i'ormatiou  Pressure  =  0. 147  X s 

=  3  Ib./sq.  in. 

The  calculated  potential  is  equal  to  the  sum  of  the  highest  demonstrated  rate 
plus  the  product  of  the  productivity  index  times  the  available  draw  down,  which 
is  the  difference  between  the  mean  producing  pressure  at  the  highest  rate,  and 
the  minimum  mean  formation  pressure. 

Calculated  potential  =161+0.27  (407-3) 

=  270  B/D  gross 

At  2%  cut  calculated  potential- 265  B/D  net 

This  is  shown  graphically  on  Figure  No.  6. 

In  the  same  manner  as  in  example  No.  2,  the  calculated  potential  is  discounted 
to  obtain  the  potential  fact  as  follows: 

F  =  D  +  5  (P-D) 

=  158  +  i||  (265-158) 

F  =  222  B/D 

The  result  may  also  be  calculated  from  the  discount  chart,  curve  No.  1,  where 
the  highest  demonstrated  rate  of  158  B/D  is  59.6  percent  of  the  calculated  poten- 
tial. The  potential  factor  is  then  83.6  percent  of  the  calculated  potential  and 
83.6  percent  of  265  B/D  is  222  B/D.  By  using  a  59.6  percent  rate,  the  calculated 
potential  is  discounted  16.4  percent. 

(Chart  referred  to  filed  with  the  committee.) 

California  Oil  Umpire  Pumping  F 

530  West  Sixth  Street,  F  14 

Los  Angeles,  California  October  6,  1939 
TR  9705 

Example  No.  3.  Subsurface  Pressure  Test  Data  Potential  Determixation 
FOR  Pumping  Wells 

(Information  confidential) 

Company:    John  Doe  Oil  Company;  field:    Stephens;  lease  and  well  No.    C-3; 
Pool:  Wilcox 

production  15  DAYS  PRIOR  TO  TEST 

Average  gross  fluid,  B/D  70;  average  net  oil,  B/D,  68;  total  cut,  percent,  2. 
Casing  record:   Total  depth,   5,260  feet;  plug  depth,   5,260  feet;  water  string, 

191158— 40— pt.  2—12 


720 


PETROLEUM  INVESTIGATION 


6^8  feet;  landed   at   5,21o  feet; 
100  M  vertical  slots. 


S%  feet;  cemented  at   4,060  feet;  oil  string 

liner  4%  feet;  landed  at  5,260  feet. 
Perforations:   From  5,215  feet  to  5,260  feet;  up{)er  zone 
Tuliing  record:   Size,  2)^-inches;  depth,  5,133  feet. 
Production  equipment:   Type  of  pump:    RCD  stationary;  pump  size,  2J^-inch; 

plunger  diameter,  2-inch. 


Test 

Date  of  test 

Length  of  time  at  test  rate,  hours 

Production  rate,  B/D  gross 

Total  cut,  percent 

Net  oil  rate,  B/D 

Gauge  period,  hours 

Pump  depth,  feet - 

Pump  strokes  per  minute 

Length  of  stroke,  inches 

Casing  pressure,  P.  S.  I 

Sonic: 

Gas  column  weight,  P.  S.  I 

Total  pressure  on  fluid  surface,  P.  S.  I 

Fluid  level,  feet 

Fluid  gradient  in  65i-inch  casing,  P.  S.  I./ft 

Pressure  at  pump,  P.  S.  I 

Mean  formation  pressure,  P.  S.  I 


Oct.    10 
24 


5,133 

17 
40 


12 

172 

2,460 

0.198 

700 

722 


76 
2 

74 

4 

5,133 

17 

40 


57 

520 

4,220 

0.198 

700 


;t.    13 

24 

161 

2 

158 

4 

5,133 

21 

44 

52 

5 

57 

2,862 

0.147 

390 

407 


4 

5,133 

21 

44 


4,550 

0.147 

390 


Oil  gravity:   Wet  14.2°  API;  gas  fluid  ratio,  400;  gas  gravity, 


0.8. 


COMPUTED  RESULTS 

Minimum  mean  formation  pressure  with  fluid  level  at  top  of  perforations,   3 
P.  S.  I. 

r.  ,     ,  X-         ,,^,,5,260-5,215     ^ 
Calculation:    147 X^ t^^ =  3  p.  s.  i. 


Gross  productivity  index:   0.27;  calculation: 


161 


722-407 


™=  =  0.2^ 


Calculated  potential:  265  B/D  net;  calculation:   161 +0.27X  (407-3)  =-270  B/D 

gross. 

158 
Potential  factor:   222;  calculation:    158 +  7^75^  (265-158). 

Zoo 

(For  recorder  method,  present  pressure  and  Production  versus  Time  Chart.) 
Remarks:   Consistent  oil  gauges  were  taken  before  and  during  the  test. 
Data  witnessed  bv:   R.  M.  Smith;  certified  bv  M.  O.  Lewis;  date:  October  14, 
1939. 

Mr.  WoLVERTON.  You  say  you  hare  a  theory  of  bottom-hole 
pressure? 

Mr.  AuBERT.  Bottom-hole-pressure  theory  in  the  determination  of 
well  potential. 

Mr.  WoLBERTON.  What  is  it  that  producers  need  to  be  educated 
on?  In  other  words,  you  have  to  wait  until  the  producers  imder- 
stand  the  advantages  of  it  before  it  is  thoroughly  accepted? 

Mr.  AuBERT.  Quite  true. 

Mr.  WoLVERTON.  Now  if  it  is  as  good  as  you  say  it  is  and  that  it 
eventually  will  be  effective  with  producers,  and  I  understand  it  is  your 
opinion  they  will  voluntarily  accept  it,  why  shouldn't  it  be  a  matter  of 
law. 

Mr.  AuBERT.  Well,  it  is  just  this  way:  This  is  mj^  own  personal 
opinion  about  it,  that  we  feel  it  is  far  better  to  try  and  educate  the 
producers  to  these  advanced  methods  rather  than  trying  to  force  those 
methods  upon  them. 
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It  is  interesting  to  note  that  the  potentials  of  some  700  wells  have 
been  established  by  the  use  of  the  bottom-hole-pressure  method  up  to 
this  time.  We  feel  that  the  information  which  the  operators  and  the 
•central  committee  gained  from  these  bottom-hole-pressure  surveys 
will  be  of  inestimable  value  in  the  future  to  all  concerned,  for,  besides 
giving  the  operator  very  valuable  information  about  his  wells,  it  will 
also  give  the  technical  staff  of  the  central  committee  a  comprehensive 
insight  into  the  behavior  and  decline  of  highly  curtailed  wells. 

It  would  be  a  long  and  arduous  task  to  recite  the  past  record  of  the 
•central  committee  in  its  efforts  to  obtain  conservation.  I  believe  this 
can  best  be  accomplished  by  giving  you  the  record  in  graphic  form. 
I  would  like  to  give  you  this. 

May  I  proceed  now?  This  graph  shows  the  allotment,  production, 
and  the  percent  of  excess  or  underage,  by  months,  beginning  with 
1931  and  ending  December  31,  1939,  under  various  forms  of  control, 
and  it  is  of  particular  interest  here. 

Due  to  the  fact  that  the  excess  production  from  June  1,  1939,  to 
December  31,  1939,  is  nominal,  ranging  from  1.5  percent  to  a  high 
of  2.70  percent  and  back  to  1.6  percent,  all  of  which  compares  very 
favorably  with  the  excess  existent  during  the  time  of  the  N.  R.  A., 
under  which  we  had  enforcement  of  curtailment  by  the  courts. 

I  would  like  to  give  you  a  comparison  of  the  situation  that  existed 
at  the  time  of  the  N.  R.  A.  with  the  conditions  that  existed  between 
June  1  and  December  31  of  this  year.  I  will  refer  first  to  the  N.  R.  A. 
period  and  secondly  to  the  uniform-formula  period.  The  number  of 
wells  under  the  N.  R.  A.  period  in  California  were  15,280 — by  that 

Chairman  Cole.  That  is  not  shown  on  here. 

Mr.  AuBERT.  No;  the  number  of  wells  is  not  shown  on  the  chart. 

Chairman  Cole.  All  right, 

Mr.  Aubert.  The  number  of  wells  under  the  uniform  formula  period 
from  June  1  to  December  31,  1939,  were  18,550.  Percent  of  increase 
in  wells,  21.4.  The  number  of  fields  under  the  N.  R.  A.  period  were 
76,  and  under  the  uniform-formula  period,  93,  an  increase  in  the  num- 
ber of  fields  of  22  percent.  The  State  allotment  under  the  N.  R.  A. 
period  was  472,800  barrels  a  day;  under  the  uniform-formula  period, 
598,000  barrels  a  day,  an  increase  of  25.8  percent  and  the  State 
production  during  the  N.  R.  A.  period  was  479,100  barrels  per  day. 
The  State  production  under  the  uniform-formula  period  was  609,500 
barrels  per  day,  an  increase  of  27.2  percent.  The  State  potential 
during  the  N.  R.  A.  period  was  1,400,000  barrels  per  day.  During  the 
uniform-formula  period,  the  State  potential  was  2,523,000  barrels 
per  day,  an  increase  of  80  percent.  From  the  above  figures,  it  appears 
that  the  task  of  obtaining  compliance  with  allotments 

Mr.  Cole.  What  percentage  of  that  increase  represents  new  dis- 
coveries of  the  marginal  type? 

Mr.  Aubert.  Undoubtedly  the  new  potential  is  all  new  discoveries. 

Mr.  Cole.  I  know;  but  what  percentage  of  the  80-percent  increase 
would  be  marginal  development  along  the  coast,  if  you  know? 

Mr.  Aubert.  About  40,000  barrels  a  day. 

Mr.  Cole.  Considerable  of  it? 

Mr.  Aubert.  No,  I  don't  think  a  considerable  portion  of  it;  the 
majority  of  it,  I  believe,  is  in  the  San  Joaquin  Valley,  all  those  deep- 
seated  fields. 
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Mr.  Cole.  If  you  have  the  figure,  when  you  are  correcting  your 
stateinent,  will  you  put  it  in? 

Air.  AuBERT.  All  right. 

Mr.  Cole.  Break  down  that  statement,  please,  if  you  do  have  the 
break-down  of  the  80-percent  increase. 

Mr.  AuBERT.  ^Vhere  the  new  discoveries  were? 

Mr.  Cole.  That  is  right. 

Mr.  AuBERT.  Yes;  I  believe  I  can  get  that  figure. 

Mr.  Wolverton.  Is  that  increase  in  the  potential  due  in  any 
measure  to  improved  methods  of  improving  oil? 

Mr.  AuBERT.  I  don't  believe  I  understand  that,  increase  due  tO' 
improved  methods  of  producing  oil? 

Mr.  Wolverton.  The  degree  of  recovery,  has  there  been  an 
improvement  in  the  degree  of  recovery  that  would  account  for  part 
of  that  increase? 

Mr.  Aubert.  Yes;  I  believe  so. 

Mr.  Wolverton.  Has  there  been  any  recovery  with  respect  to  the 
width  of  the  oil  sands  that  would  account  for  some  of  that  in  fields 
already  known? 

Mr.  Aubert.  No;  not  very  much;  not  a  great  deal.  Do  you  mean 
deeper  sands  in  already-known  fields  and  so  forth? 

Mr.  Wolverton.  Yes. 

Mr.  Aubert.  Not  to  any  great  extent. 

Mr.  Wolverton.  I  was  under  the  impression  there  had  been  a 
very  appreciable  increase  in  that. 

Mr.  Aubert.  No;  I  M-ould  not  say  so.  That  would  be  my  opinion. 
I  could  check  that. 

Mr.  Wolverton.  I  do  not  happen  to  have  the  figures  before  mo  but 
I  remember  reading  of  that  and  I  can  give  it  to  you  at  a  later  time. 

Mr.  Aubert.  The  bulk  of  this  increased  potential,  I  can  assure 
you,  is  from  new  discoveries;  from  the  above  figures  it  appears  that 
the  task  of  obtaining  compliance  with  allotments  during  the  past  7 
months  has  been  increasingly  difficult  by  reason  of  the  tremendous 
increase  in  the  State's  potential,  but  that  nevertheless  compliance 
with  the  State  allocations  under  our  voluntary  system  has  been 
carried  out,  as  that  the  relationship  betw^een  allotments  and  potential 
during  the  N.  R.  A.  period  and  the  period  of  the  past  7  months  has 
practically  been  the  same. 

In  conclusion,  may  I  restate  that  I  have  been  in  close  association 
with  the  task  of  allocation  of  oil  in  the  State  of  California  for  the 
past  SYo  years.  The  allocation  committee  has  given  a  great  deal  of 
consideration  to  various  means  of  allocation  to  the  individual  wells. 
We  have  found  that  well  potential  and  depth  are  about  the  onl.y 
factors  we  could  consider  which  would  give  fair  and  reasonable 
results.  When  we  took  into  consideration  other  factors,  such  as 
gas-oil  ratio,  we  found  that  we  would  be  giving  different  allotments  to 
wells  of  similar  size  which,  if  located  on  adjoining  parcels  of  different 
ownership,  would  create  drainage  by  the  well  having  the  larger 
allotment.  We  are  advised  by  competent  legal  counsel  that  the  law 
of  capture  prevails  in  the  State  of  California  and  that  it  would  be 
impossible  for  an  operator  to  accept  and  adhere  to  an  allotment  which 
permitted  his  land  to  be  drained  by  his  neighbor.  That  is  the  point 
you  asked  me  about,  bottom-hole  pressure. 
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Mr.  Cole.  Yes. 

Mr.  Atjbert.  And  an  allocation  on  the  basis  of  bottom-hole  pressure 
yields  you  some  very  peculiar  results.  We  are  not  at  this  time 
prepared — in  other  words,  our  study  is  not  far  enough  along  in  our 
potential  study  so  that  we  could  give  you  any  definite  answer  as  to 
that. 

Mr.  Cole.  Have  you  read  the  formula  laid  down  in  H.  R.  7372? 

Mr.  AuBERT.  Yes, 

Mr.  Cole.  Do  you  find  any  difficulty  with  the  requirements  out- 
lined there  in  determining  what  shall  be  wasteful  production? 

Mr.  Atjbert.  Yes;  I  do. 

Mr.  Cole.  Wliat  part  of  it  do  you  disagree  with? 

Mr.  Atjbert.  I  find  that  you  are  getting  into  a  situation  such  as 
this:  That  it  becomes  very,  very  complicated;  in  other  words,  one 
factor  nullifies  another,  that  the  more  factors  you  inject  into  the 
problem,  the  more  difficult  the  problem  becomes. 

Mr.  Cole.  So  far,  as  I  recall,  you  have  mentioned  practically  all  of 
the  considerations  outlined  in  this  bill  that  you  follow  in  California, 
but  there  may  be  others.  Are  you  able  to  say  just  which  ones?  Take 
page  67  of  this  bill,  subsection  1  on  down.  With  which  of  those  do  you 
disagree? 

Mr.  Atjbert.  For  the  basis  of  allocation? 

Mr.  Cole.  Yes  or  no,  as  the  basis  of  ultimate  allocation  of  the  waste 
prevention  statute  dealing  with  this  subject,  if  the  administrating 
authorities  take  into  consideration  what  the  bills  direct. 

Mr.  AuBERT.  Undoubtedly  it  will  end  up  in  allocation ;  it  is  bound  to. 

Mr.  Cole.  Why? 

Mr.  AuBERT.  Those  are  certain  factors,  and  you  come  into  the 
situation  where  you  have  an  unequal  distribution  or  allocation  if  all  of 
the  factors  w^ere  used. 

Yes;  it  is  water  drive,  and  gas  and  so  forth,  and  I  do  not  know  just 
exactly  what  significance  you  could  apply  to  a  water-drive  or  a  gas- 
drive  field.  What  factor  would  you  apply  to  gas  drive  as  opposed  to 
water  drive?  Let  us  use  the  ratio  of  reserve  which  somebody  else 
brought  in  up  here.  Assume  you  allocated  the  oil  to  the  various 
fields  on  the  basis  of  reserves,  which  would — the  production  should  be 
in  accordance  with  the  reserves — what  are  you  going  to  do  with  the 
small  marginal  wells  that  have  very  small  reserves?  You  would  have 
to  eliminate  them.  That  is  waste  to  eliminate  those  wells  and  shut 
them  down,  so  you  could  not  do  that. 

Mr.  Cole.  Well,  to  follow  your  line  of  thought  farther,  why? 

Mr.  AuBERT.  Because  the  fields  having  a  tremendous  reserve  would 
get  all  of  the  allocation. 

Mr.  Cole.  No;  not  necessarily. 

Mr.  AuBERT.  If  you  allocate  oil  on  the  basis  of  reserves,  the  ones 
that  have  the  largest  reserves  would  get  the  biggest  allocation. 

Mr.  Cole.  That  is  one  consideration  in  determining  what  the 
smaller  well  produces,  without  avoidable  waste.  I  am  talking  about 
the  formula  laid  down  in  the  bill — if  you  were  administering  a  bill  of 
this  kind,  in  making  the  determination  required  for  each  field  as  a 
whole,  OT  for  any  number,  giving  such  information  as  the  bill  says 
may  be  obtainable  as  to  "1,"  and  on  down  to  "10,"  to  be  taken  into 
vconsidexation  by  the  commissioner.     Now,  those  are  proper  consider- 
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ations  for  a  commissioner  in  your  judgment  to  have  before  him  hi 
determinhig  what  rules  and  reguhxtions  are  to  be  laid  down  in  order 
to  prev^ent  waste? 

Mr.  AuBERT.  Well,  I  believe  they  are  ver^^  excellent  rules,  as  far 
as  the  determination  of  the  waste  is  concernetl. 

Mr.  Cole.  That  is  all  I  wanted  to  know. 

Mr.  AuBERT.  But  if  any  allocation  is  made  on  that  basis  or  on 
any  one  of  these  factors,  I  am  inclined  to  believe  that  you  will  find 
these  rules  would  all  have  to  be  tempered  and  would  have  to  be  modi- 
fied, so  that  probably  in  the  long  run  you  would  come  out  with  very 
much  the  same  situation  as  we  have  now.  Another  factor  influencing 
the  method  of  allocation  employed  is  the  relationship  of  refinable  to 
nonrefinable  crude.  This  is  ver}'^  important,  for  if  an  allocation  is. 
made  without  regard  to  this  relationship,  it  might  well  result  in  an. 
increase  in  nonrefinable  crude  and  a  decrease  in  refinable  crude,  which 
would  add  to  surface  stocks  of  the  heavier  crude,  already  more  than 
adequate. 

Unfortunately,  refining  techniciue  has  not  yet  developed  to  a  point 
where  all  types  of  crude  have  the  same  value,  regardless  of  content. 

Mr.  WoLVERTON.  Do  you  mean  with  respect  to  the  production  of 
gasoline? 

Mr.  AuBERT.  Yes. 

Mr.  WoLVERTON.  How  do  you  account  for  the  fact  that  in  Cali- 
fornia that  the  amount  of  gasoline  per  barrel  of  crude  is  so  much  less 
than  in  other  fields,  particularly  with  reference  to  the  crude,,  we  will 
say,  in  Texas,  which  has  practically  the  same  gravity,  as  I  understand 
it,  as  your  California  oil? 

Mr.  AuBERT.  Well,  I  don't  know. 

Mr.  WoLVERTON.  You  know  that  condition  exists,  don't  you? 

Mr.  AuBERT.  I  do  know  that  there  is  a  higher  recovery  from  East 
Texas  crude  than  from  California. 

Mr.  WoLVERTON.  How  do  you  account  for  that  fact  when  they 
have  both  the  same  gravity,  27  I  think  it  is? 

Mr.  AuBERT.  You  see  I  am  referring  to  the  whole  State  of  Cali- 
fornia, not  one  particular  part.     We  produce  a  lot  of  heavy  oil  here. 

Mr.  WoLVERTON.  I  am  speakhig  of  the  average.  How  do  you  ac- 
count for  the  fact  the  amount  of  gasoline  produced  from  a  barrel  of 
crude  is  much  less  here  than  hi  Texas? 

Mr.  AuBERT.  Well,  I  don't  know.  I  really  cannot  answer  that 
question  and  I  prefer  to  leave  that  question  to  some  refiner;/  expert. 

Mr.  WoLVERTON.  I  have  figures  here.  Do  you  have  knowledge  of 
the  fact  that  condition  exists? 

Mr.  AuBERT.  No;  I  don't.  I  would  much  prefer  to  leave  that  to 
some  refinery  expert. 

Mr.  WoLVERTON.  It  is  an  important  matter  because  after  all  the 
price  of  gasoline  to  the  consumer  naturally  depends  on  the  number  of 
gallons  per  barrel  of  crude  he  recovers  from  it.  There  is  the  difterence 
I  carried  in  my  mind  of  something  like  2  cents  a  gallon  in  the  case  of 
gasolme  at  the  refinery  in  California  as  compared  to  East  Texas. 

Mr.  AuBERT.  That  is  a  question  I  woidd  rather  not  answer,  Mr. 
Wolverton.  I  would  much  prefer  to  leave  that  to  some  refinery- 
expert. 
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Mr.  WoLVERTON.  I  am  mentioning  it  to  you  so  that  those  who 
follow  you  can  make  some  explanation  of  it. 

Mr.  AuBERT.  Very  well.  It  is  our  firm  belief  that  every  operator 
in  the  State  is  interested  in  conservation  and  uses  his  best  efforts  to 
conserve  oil  and  gas.  It  is  our  feeling  that  wherever  the  operator 
has  been  able  to  practice  conservation  he  has  done  so.  However, 
this  industry  deals  with  the  practical  problem  of  supplying  the 
products  of  crude  petroleum  to  the  general  public,  and  it  must  con- 
duct itself  along  practical  lines.  Even  though  H.  R.  7372  embodies 
excellent  engineering  theories,  it  is  our  thought  that  endeavor  to 
control  an  industry  solely  from  an  engineering  standpoint  rather  than 
from  a  practical  standpoint  could  not  well  succeed. 

Mr.  Cole.  Thank  you,  Mr.  Aubert. 

I  place  in  the  record  at  this  time  a  letter  from  Mr.  F.  E.  Foster, 
managing  director  of  the  California  Oil  &  Gas  Association,  with  a 
copy  of  resolutions  attached  to  it. 

(The  said  letter  and  resolutions  are  in  the  words  and  figures  fol- 
lowing :) 

Honorable  Wm.  P.  Cole,  Jr., 

Chairman,  Cole  Sub-Committee, 

Biltmore  Hotel,  Los  Angeles,  California. 
Dear  Mr.  Cole:   This  is  to  advise  you  that  a  resohition  in  connection  with 
the  Cole  Bill  was  passed  by  our  Board  of  Directors  at  a  recent  meeting.     A  copy 
of  the  resolution  is  attached  hereto. 
Yours  very  truly, 

F.  E.  Foster,  Managing  Director. 

RESOLUTION     OPPOSING     COLE     BILL,     H.     R.     7372 
[Passed  by  the  California  Oil  and  Gas  Association,  Los  Angeles,  California,  Thursday,  January  11,  1940] 

Whereas  there  has  been  introduced  in  the  Congress  H.  R.  7372  which  purports 
to  be  designed  to  aid  in  the  conservation  of  the  petroleum  reserves  of  the  national 
since  such  reserves  are  essential  to  national  defense,  and 

Whereas  an  examination  of  said  H.  R.  7372  reveals  that  its  provisions  would  not 
further  the  conservation  of  the  nation's  oil  reserves  but  would  merely  centralize 
control  of  the  oil  industry  of  the  U.  S.  in  a  Federal  bureau,  and 

Whereas  the  California  Oil  and  Gas  Association  is  aware  of  the  oil  industry's 
responsibility  to  the  nation  from  the  point  of  view  of  the  national  defense,  and 

Whereas  the  oil  industry  spurred  not  l)y  government  but  by  competition  and  its 
own  inherent  drive  toward  better  utilization  of  crude  oil,  has  developed;  and  is 
constantly  developing,  new  methods  of  discovery,  production,  refining  and  hand- 
ling of  oil,  all  of  which  improved  methods  have  reduced  avoiciable  loss  to  a  mini- 
mum, and 

Whereas  the  State  governments,  the  Interstate  Compact  Commission,  the  so- 
called  "Connally  Hot  Oil  Law,"  and,  in  California  a  voluntary  cooperative  organi- 
zation, all  effectively  prevent  "waste"  of  oil,  and 

Whereas  the  California  Oil  and  Gas  Association  believes  that  the  national  de- 
fense will  be  best  served  if  the  oil  industry  is  left  to  discover  and  develop  new 
methods  of  oil  discovery,  oil  production,  oil  refining,  and  oil  transportation,  as  has 
been  done  through  all  the  history  of  the  free  oil  industry  since  its  inception,  and 

Whereas  the  California  Oil  and  Gas  Association  is  convinced  that  to  place  the 
oil  industry  under  Federal  bureaucratic  control  will  inevitably  tend  to  hamper 
the  development  of  new  techniques  and  methods  of  more  efficient  discovery  and 
use  of  oil  and  hence  will  tend  actually  to  waste  of  the  nation's  oil  reserves:  Now 
therefore,  be  it 

Resolved,  That  the  California  Oil  and  Gas  Association  is  opposed  to  the  enact- 
ment of  H.  R.  7372  into  law,  and  be  it  further 

ResoUed,  That  the  President  of  the  California  Oil  and  Gas  Association  be 
directed  to  make  such  dissemination  of  this  resolution  as  in  his  judgment  seems 
fitting. 
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Mr.  Cole.  Before  we  adjourn,  it  was  understood  from  the  floor  that 
the  group  now  before  us  asked  for  2  hours  and  ah-eady  have  used 
pretty  nearly  2  days.     You  have  Mr.  Pemberton  to  follow? 

Mr.  Pemberton.  Yes,  sh. 

Mr.  Cole.  Are  j^ou  to  follow? 

Mr.  Pemberton.  Yes,  sh'. 

Mr.  Cole.  Are  3'ou  the  last  witness  of  this  group? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  How  long  is  your  statement? 

Mr.  Pemberton.  It  will  take  me  about  a  half  hour  to  read  it. 

Mr.  Cole.  Then  Mr.  Hogan,  of  the  Valley  Oil  Producers  Associa- 
tion, how  long  will  you  take? 

Mr.  Hogan.  It  will  take  about  35  or  40  minutes. 

Mr.  Cole.  And  the  Retail  Petroleum  Dealers  Association,  Mr. 
Wiley:  How  long  will  you  take? 

Mr.  Wiley.  About  15  or  20  minutes. 

Mr.  Cole.  And  the  Producers  Agency  of  California:  Are  they  all 
here,  that  is,  Mr.  Cranston  and  quite  a  number  of  others? 

Mr.  Allen.  I  have  a  schedule  that  I  wish  to  present  to  you.  The 
total  time  mentioned  in  this  will  be  30  minutes  for  Cranston  and  20 
minutes  for  Mr.  Morrison 

Mr.  Cole.  Well,  that  is  the  same  as  you  wired  me,  as  to  the  length 
of  time?     Are  you  Mr.  Cranston? 

Mr.  Allen.  I  am  Mr.  Allen. 

Mr.  Cole.  It  will  be  the  same  as  you  wired.  We  will  adjourn  now 
until  9:30  tomorrow  morning.  One  moment,  please.  The  hearing 
in  the  morning  will  be  across  the  hall,  in  Conference  Room  No.  1,  just 
on  the  opposite  side  of  the  corridor,  where  we  held  the  hearing  in  1934. 
This  room  will  not  be  available  tomorrow.     9:30  tomorrow  morning. 

(Thereupon  an  adjournment  was  taken  to  9:30  a.  m.,  Wednesdav, 
Januarv  17,  1940.) 
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WEDNESDAY,  JANUARY    17,    1940 

House  of  Representatives, 
Subcommittee  of  the  Committee 
ON  Interstate  and  Foreign  Commerce, 

Zo.5  A'/Kjeles,  CaliJ. 

Mr.  Cole.  All  right,  gentlemen,  the  committee  will  come  to  order, 
please.     Is  Mr.  Aubert  in  the  room? 

Mr.  Aubert.  Yes,  sir. 

Mr.  Cole.  I  want  to  ask  you  one  question.  I  understood  you  to 
say  last  night,  how  many  producing  wells  there  were  in  California? 

Mr.  Aubert.  As  of  December  1,  18,554. 

Mr.  Cole.  Then  in  vour  allocation  set-up  jou  divide  the  total  bv 
18,764,  was  it?  ^ 

Mr.  Aubert.  No;  18,554. 

Air.  Cole.  By  18,554. 

Mr.  Aubert.  No,  no.  We  allocate  the  oil  to  those  18,000  wells  on 
the  basis  of  our  uniform  formula. 

Mr.  Cole.  So  that  each  well,  according  to  the  uniform  formula,  is 
privileged  to  produce  a  definite  amount? 

Mr.  Aubert.  That  is  correct. 

Mr.  Cole.  Of  the  18,000  plus  wells,  how  many  are  actually 
producing? 

Mr.  Aubert.  I  do  not  know  exactly  the  number  of  shut-in  wells. 
There  are  a  number  of  wells  that  are  shut  in  for  various  reasons,  but 
I  would  say  not  over  3,000  shut-in  wells. 

Mr.  Cole.  Are  you  sure  of  that? 

Mr.  Aubert.  I  am  pretty  sure. 

Mr.  Cole.  Well,  assuming  it  would  be  3,000,  what  becomes  of  the 
amount  allocated  to  the  3,000  wells  that  are  not  operated? 

Mr.  Aubert.  That  may  be  transferred  to  other  wells  on  the 
property. 

Mr.  Cole.  It  may  be  and  is,  is  it  not? 

Mr.  Aubert.  It  is,  yes. 

Mr.  Cole.  On  the  property? 

Mr.  Aubert.  Yes. 

Mr.  Cole.  Not  necessarily  wells  in  that  particular  pool,  but  in  an 
entirely  different  pool. 

Mr.  Aubert.  Well,  there  are  some  transfers  made,  which  we  call 
defensive  transfers,  where  a  group  of  operators  are  producing  more 
than  their  allotment  in  one  area,  and  they  transfer  that  overproduc- 
tion to  another  area  in  which  there  are  some  shut-in  wells  and  make 
their  total  allotment  come  out  even. 
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Mr.  Cole.  I  expect  the  committee  to  see  some  of  the  wells  not 
operating  at  this  time  in  high-cost  areas  or  in  low-cost  areas.  It  is 
possible  under  the  plan  that  you  have  outlined  to  take  from  a  high- 
cost  section  and  allocate  to  what,  according  to  your  formula,  is  a 
low-cost  areas;  is  that  possible? 

Mr.  Atjbert.  Yes,  it  is  possible. 

Mr.  Cole.  It  is  done? 

Mr.  AuBERT.  Yes;  it  is  done,  although  the  central  committee  has 
always  gone  on  record  that  they  do  not  favor  such  transfers. 

Mr.  Cole.  The  do  not  favor  it,  but  it  is  done? 

Mr.  Atjbert.  Yes. 

Mr.  Cole.  Thank  you  very  much. 

Mr.  AuBERT.  I  would  like  at  this  time  to  ask  that  the  exhibits  I 
put  in  last  night,  may  they  be  included  in  the  record? 

Mr.  Cole.  With  the  exception  of  one  it  seems  to  me  that 

Mr.  AuBERT.  Just  the  written  report. 

Mr.  Cole.  What  is  the  written  report?  Will  you  identifj"  that? 
This  is  off  the  record. 

(Chart  referred  to  filed  with  the  committee.) 
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Allocation  table  effective  Dec.  1,  1939 
[California  oil  umpirel 


Potential 

Allotment  according  to  depth  (feet) 

0-2,000 

3,000 

4,000 

5,000 

6,000 

7,000 

8,000 

9,000 

10,000 

11,000 

12,000 

5 

1  5 

1  5 

■5 

15 

15 

15 

15 

15 

15 

15 

15 

10 

1  10 

'  10 

>  10 

110 

1  10 

110 

1  10 

110 

1  10 

1  10 

1  10 

11 
15 

1  11 

>  11 

1  15 

;;i 

1  11 
115 

>  15 

I  15 

111 

1  15 

111 
1  15 

■  11 

115 

1  u 
1  15 

■11 
■15 

13.8 

18 
20 

15.3 
16.2 

US 

>  18 
■20 

I  18 
I  20 

1  18 
120 

1  18 
120 

'  18 
120 

118 
•■20 

118 
120 

■18 
120 

1  18 
■20 

19.7 

25 

18.2 

22.3 

125 

125 

125 

125 

125 

1  25 

125 

■25 

125 

26 
30 

18.6 
20.1 

22.7 
24.4 

1  26 

126 
■30 

126 
130 

126 
130 

■26 
130 

126 
130 

1  26 
130 

■26 
■30 

126 
130 

28.8 

35 
40 

21.8 
23.4 

28.1 

31.2 
33.2 

1  35 

135 

1  40 

135 
140 

135 
140 

135 
140 

135 
■40 

135 
140 

135 
140 

38  3 

45 
50 

25 
26 

29.8 
31 

35.1 
36.8 

40;6 
42.6 

1  45 

145 
1  50 

145 
■50 

145 
ISO 

145 
1  50 

145 
150 

145 
150 

48.3 

56 
60 

29 

33 
34 

38.7 
40 

44.8 
46.1 

51.0 
52.6 

156 

156 
.60 

156 
160 

156 
160 

1  56 
■60 

■56 
■60 

58.8 

68 
70 

32 
32 

37 
37 

42 
43 

48.7 
49.3 

55.4 
56.1 

62.4 
63.2 

168 

168 
170 

'68 
170 

'68 
170 

■70 

69.7 

80 

35 

40 

46 

52 

59.3 

66.8 

74.4 

180 

180 

■80 

■80 

81 
90 

35 
37 

40 
43 

46 

48 

53 

a 

60 
62 

67.1 
70.0 

74.8 
78.1 

■81 

1  81 
190 

181 
■90 

181 
190 

86.2 

95 
100 

39 
40 

44 
45 

50 
51 

56 

58 

64 
65 

71 
73 

79.8 
81 

88.2 
90.1 

■95 

195 
■100 

195 
1100 

98.3 

110 
120 

42 
44 

47 
50 

54 
56 

60 
63 

70 

76 

78 

84 
87 

93.4 
96 

102.6 
106.1 

■  110 

1  110 

1  120 

115.6 

126 
130 

46 
47 

51 

52 

S 

72 
73 

80 
81 

90 

98 
99 

108.0 
109 

118.0 
119.4 

1  126 

128.8 

140 

49 

54 

61 

i 

75 

84 

93 

102 

112 

122.7 

133.2 

150 

51 

57 

63 

70 

78 

86  ■ 

95 

105 

115 

126 

136.8 

160 

53 

59 

65 

72 

80 

97 

107 

118 

129 

140 

170 

55 

61 

67 

74 

82 

91 

100 

110 

120 

131 

143 

180 

57 

63 

69 

76 

84 

93 

102 

112 

123 

134 

146 

190 

59 

65 

71 

78 

86 

95 

104 

114 

125 

137 

148 

200 

61 

67 

73 

81 

88 

97 

107 

117 

128 

139 

151 

210 

63 

69 

75 

83 

91 

99 

109 

119 

130 

141 

154 

220 

65 

71 

77 

85 

93 

101 

111 

121 

132 

144 

156 

230 

67 

73 

79 

87 

95 

103 

113 

123 

134 

146 

158 

240 

69 

75 

81 

89 

97 

105 

115 

125 

136 

148 

161 

250 

71 

77 

83 

91 

99 

107 

117 

127 

138 

150 

163 

260 

73 

79 

85 

92 

101 

109 

119 

129 

141 

152 

165 

270 

75 

81 

87 

94 

102 

111 

121 

131 

143 

155 

167 

280 

77 

82 

89 

96 

104 

113 

123 

133 

145 

157 

169 

290 

79 

84 

91 

98 

106 

115 

125 

135 

147 

159 

171 

300 

80 

86 

93 

100 

108 

117 

127 

137 

149 

161 

173 

320 

84 

90 

96 

104 

112 

121 

131 

141 

152 

165 

177 

340 

87 

93 

100 

107 

115 

124 

134 

145 

156 

168 

181 

360 

91 

97 

103 

111 

119 

128 

138 

149 

160 

172 

185 

380 

94 

100 

107 

114 

122 

131 

141 

152 

164 

176 

189 

400 

98 

103 

110 

118 

126 

135 

145 

156 

167 

179 

193 

420 

101 

107 

113 

121 

129 

138 

148 

159 

171 

183 

196 

440 

104 

110 

117 

124 

133 

142 

152 

163 

174 

187 

200 

460 

464 

544 

624 

703 

780 

853 

922 

987 

1,046 

1,100 

1,147 

1 

107 
108 
121 
133 
144 
155 
165 
175 
183 
191 
198 

113 
114 
126 
139 
150 
161 
171 
181 
189 
197 

120 
121 
133 
145 
157 
168 
178 
188 
196 

127 
128 
141 
153 
165 
176 
186 
195 

136 
137 
149 
162 
173 
184 
195 

145 
146 

171 
183 
194 

155 
156 
169 
181 
193 

166 
167 
180 
192 

178 
178 
191 

190 
191 

203 

204 

204 

204 

204 

204 

204 

204 

204 

_204 

204 

204 

■i  Same  as  potential. 
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Schedule  showing  allotment  in  barrels  daily  for  California,  as  fixed  by  oil  adminis- 
trator and  production  in  barrels  daily  during  period  of  curtailment  under  N'.  R.  A. — 
September  1933  to  May  1935,  inclusive 


1933 

September 

October 

November 

December 

1934 

January 

February 

March 

April 

May.-- 

June 

July 

August 

September 

October 

November 

December -. 

1935 

January 

February 

March 

April 

May 


Allotment 
fixed  by  Oil 
Administra- 
tor, barrels 
per  day 


480, 000 
455,  000 
455, 000 
450, 000 


437, 600 
437,  600 
453,  900 
462,  500 
462,  500 
500, 300 
509, 400 
490. 200 
457, 000 
452,  300 
462,000 
473, 900 


473, 900 
488, 600 

492,  600 

493,  300 

494,  200 


Production, 
American 
Petroleum 
Institute 
barrels  per 
day 


489, 128 
473, 065 
464,  452 
475, 022 


456,  886 
449,  778 
474,  531 
482,  426 
486, 152 
515,517 
517,878 
493, 279 
468,  427 
466,  251 
477, 846 
478,  800 


500,  365 
498,  538 
497,  781 
472, 471 
494, 910 


Excess  bar- 
rels per  day 


9,128 
18,  065 

9,452 
25,  022 


12,  178 
20,  631 
23,  926 
23,  652 
15,217 

8,478 
3,079 
11,427 

13,  951 
15,864 

4,900 


5,181 

-20,829 

710 


Percent  al- 
lotment of 
production 
barrels  per 
day 


Percent 

98. 14 
96.18 
97.96 
94.  73. 


95.  77 
97.29 


95. 13. 
97.  04 
98.36 
99.  37 
97.56 
97.00 


94.71 
98. 00' 
98.95 
104.  40 
99.  85' 


Note.— Production  figures  from  U.  S. 


Central  Committee  of 

California  Oil  Producer.s, 
Los  Angeles,  January  16,  19^0: 
Hon.  William  P.  Cole,  Jr. 

Biltmore  Hotel,  Los  Angeles,  Calif. 
Dear  Sir:  At  a  meeting  held  on  January  12,  1940,  the  Central  Committee  of 
California  Oil  Producers  pas.sed  the  following  resolutions: 

"That  a  committee  be  appointed  to  present  the  facts  of  voluntary  curtailment 
to  the  Cole  committee  on  H.  R.  No.  7372." 

"That  Mr.  Lawrence  Vander  Leek  and  Mr.  L.  L.  Aubert  be  sent  as  repre- 
sentatives of  the  Central  Committee  of  California  Oil  Producers  to  appear  before- 
the  Cole  committee  at  their  hearing  in  the  Biltmore  Hotel,  .January  16,  17,  and  18, 
with  the  understanding  that  they  have  the  authority  to  call  Mr.  J.  R.  Pemberton, 
or  any  other  member  of  the  central  committee,  if  they  so  deem  it  necessary  in  their- 
best  judgment." 

"That  the  central  committee  feels  that  the  State  of  California  will  not  be  best 
served  by  any  Federal  control  bill  such  as  the  proposed  H.  R.  No.  7372." 
Very  truly  yours, 

B.  M.  BoHANON,  Secretary. 

Mr.  Cole.  Mr.  Aubert,  Mr.  Wolverton  wants  to  ask  you  a  question 
or  two. 

Mr.  Wolverton.  It  is  my  recollection,  Mr.  Aubert,  that  you  were- 
the  witness  to  whom  I  addressed  some  questions  with  reference  to  the- 
amount  of  gasoline  per  barrel  of  crude  that  is  produced  in  California. 
I  made  a  comparison  with  the  Texas  east  coast.  I  should  have  made- 
that  comparison  with  the  Texas  Gulf  coast. 

Mr.  Aubert.  Yes. 
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Mr.  WoLVERTON.  And  I  want  to  bring  that  to  your  attention  and 
to  the  attention  of  any  others  I  spoke  to  on  the  matter  so  they  would 
know  when  saying  the  Texas  east  coast  I  should  have  said  the  Texas 
Oulf  coast. 

Mr.  AuBERT.  Yes. 

Mr.  WoLVERTON.  Where  the  gravity  is  the  same  as  it  is  here  in 
California,  27. 

Mr.  AuBERT.  Yes. 

Mr.  WoLVERTON.  It  was  a  mistake  on  my  part  to  have  said  "east" 
instead  of  "Gulf." 

Mr.  AuBERT.  I  would  like  to  still  pass  that  question  along.  There 
is  a  man  who  will  talk  on  refinery  technique,  and  I  believe  he  can 
answer  your  question. 

Mr.  WoLVERTON.  Very  well. 

Mr.  Cole.  Mr.  Aubert,  in  this  allocation  set-up  there  is  some  phase 
of  it  I  do  not  get  entirely  clear.  Assuming  that  Company  A  has  150 
wells,  do  you  direct  the  production  from  each  of  the  150  wells  or  do 
you  just  say  to  that  company,  "You  are  permitted  to  produce  so  much," 
and  leave  it  to  them  to  allocate  to  each  well? 

Mr.  Aubert.  We  make  the  allocation  by  wells  and  by  properties. 

Mr.  Cole.  By  companies?     Does  that  mean  by  companies? 

Mr.  Aubert.  And  by  companies. 

Mr.  Cole.  Then  answering  mv  question  as  to  Companv  A  for  150 
wells? 

Mr.  Aubert.  Yes. 

Mr.  Cole.  Your  records  might  show  well  No.  1,  40  barrels  per 
day,  while  the  actual  production  of  that  well  it  is  possible  would  be  150. 

Mr.  Aubert.  Possibly. 

Mr.  Cole.  Is  that  true? 

Mr.  Aubert.  That  is  true. 

Mr.  Cole.  That  is  left  to  the  company? 

Mr.  Aubert.  That  is  left  to  the  company. 

Mr.  Cole.  All  right. 

Mr.  Aubert.  Is  there  still  some  doubt  in  your  mind,  Mr.  Cole,  as 
to  how  that  operates? 

Mr.  Cole.  I  think  not. 

Mr.  Aubert.  Of  course,  we  try  to  see  that  all  these  allocations  are 
made  to  the  wells.  Say  they  have  one  lease  with  10  wells  on  it  and 
they  get  a  total  allotment  of  1,000  barrels  a  day  for  that  lease,  now, 
they  might  produce  7  of  those  wells.  Of  course,'  they  would  try  to  be 
fair  and  not  produce  all  of  the  oil  against  their  neighbor.  The  other 
fellow  would  open  his  wells  up  and  they  would  get  in  sort  of  a  mix-up 
there,  so  they  would  try  to  do  their  producing  from  wells  as  economi- 
cally as  they  can,  and  we  see  no  reason  for  forcing  a  man  to  produce  all 
his  wells  when  it  woidd  be  more  economical  to  him  to  only  produce 
certain  wells.  It  may  be  that  some  of  those  wells  would  have  a 
higher  gas-oil  ratio  and  the  producer  might  think  it  would  not  be 
well  to  produce  from  the  high  gas-oil  ratio  wells,  and  say  he  would 
rather  produce  from  the  low  gas-oil-ratio  wells. 

Does  that  answer  your  question? 

Mr.  Cole.  I  thiuK  so. 

Mr.  Pemberton. 
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STATEMENT  OF  J.  R.  PEMBERTON,  OIL  UMPIRE 

Mr.  Pemberton.  Mr.  Cole  and  committee,  I  wave  my  hands-- 
better  standing  up.  I  am  the  same  John  R.  Pemberton  who  appeared 
and  quahfied  himself  before  your  committee  in  1934,  as  found  in 
page  2708  in  the  early  transcript.  The  first  programmed  curtailment 
in  California  was  instigated  by  the  large  purchasing  companies,  who 
saw  the  need  for  curtailment  because  they  were  swamped  with  oil. 
The  independent  producers  w^ere  loath  to  place  the  allocation  of  the- 
amount  of  oil  which  should  be  produced  to  anyone  connected  with 
the  piu'chasing  companies,  and  the  independent  producers  themselves 
chose  to  place  that  duty  in  the  hands  of  one  man  to  be  known  as  an 
oil  umpire. 

Mr.  Cole.  Mr.  Pemberton,  have  you  copies  of  your  prepared 
statement  so  we  might  follow  you? 

Mr.  Pemberton.  No,  I  have  not.  I  had  quite  a  number,  but 
they  were  taken  away  from  me.  Thus  originally  the  term  "oil  umpire" 
was  applied  to  one  w^ho  was  clothed  with  a  great  deal  of  discretionary 
authority  and  who  actually  had  charge  of  distribution  of  allotments, 
to  the  producers  in  the  State.  The  many  transitions  which  our  pro- 
grammed curtailment  in  California  has  undergone,  as  described  by 
Mr.  Vander  Leek,  finally  resulted  in  the  elected  committee  assuming 
the  responsibilities  for  the  allocation  of  production.  The  umpire  at 
present  is  administrative  head  of  the  program  and  his  office  is  the 
center  of  curtailment  activities. 

FUNCTIONS  OF  THE  OIL  UMPIRE 

In  order  that  the  curtailment  program  be  carried  out,  the  oil 
umpire's  office  employs  46  persons,  consisting  of  field  men  who 
inspect  tests  for  establishment  of  potentials  of  oil  wells,  gather  sta- 
tistical information,  and  act  as  contact  men  disseminating  information 
for  the  purpose  of  obtaining  full  compliance  with  recommended  pro- 
duction quotas  on  the  part  of  producers;  clerks  who  tabulate  daily 
production  data;  mapping  and  drafting  department;  engineers  who 
study  the  potentials  of  oil  wells  and  are  familiar  with  the  rate  of 
decline  in  all  of  the  fields  of  the  State  and  who  are  charged  with 
properly  listing  all  of  the  wells  of  the  State  accordhig  to  owTiership, 
field,  and  pool;  computbig  department  in  which  computations  are 
made  for  the  issuance  of  recommended  allocation  schedules  in  the 
application  of  the  formula  as  set  by  the  central  committee  of  the 
California  oil  producers;  statistical  clerks  who  compile  data  at  the 
end  of  each  month;  and  conventional  typing  and  printing  depart- 
ments. Essentially  the  function  of  the  umpire's  office  is  first  the 
issuance  of  allocation  schedides  pursuant  to  the  resolutions  as  passed 
by  the  central  committee,  and,  second,  the  gathering  of  statistics 
showing  the  actual  production  in  comparison  with  the  recommended 
quotas  of  production.  Reports  of  production  are  received  from  pro- 
ducers daily  and  m.onthly.  Reports  from  producers  include  the  pro- 
duction, oil  in  storage  at  the  end  of  the  month,  and  the  am.ount 
shipped  from  the  lease.  Purchasing  companies  likewise  report  to  the 
umpire's  office  as  to  the  volume  of  oil  rero.oved  from  each  lease  in 
the  State. 

The  only  discretionary  authority  which  the  umpire  has  is  in  estab- 
Ushing  potentials  of  oil  wells. 
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Mr.  WoLVERTON.  Mr.  Pemberton 

Mr.  Cole.  Mr.  Pemberton,  some  of  the  gentlemen  in  the  rear  of 
the  room  cannot  hear  you,  and  I  suggest  that  you  get  "on  the  string. "^ 

Mr.  Pemberton.  Can  you  hear  me  now?     Is  this  working? 

Mr.  WoLVERTON.  Maybe  it  woukl  help  if  you  did  not  read  a& 
rapidly  as  you  have  been  doing,  Mr.  Pemberton. 

Mr.  Pemberton.  All  right.  The  onJy  discretionary  authority 
which  the  umpire  has  is  in  establishing  potentials  of  oil  wells.  In 
this  he  is  guided  by  uniform  rules  which  have  been  promulgated  by 
the  central  committee,  and  must  consider  and  weigh  all  the  data 
submitted  by  the  producer,  which  may  be  accepted  or  rejected  by 
the  umpire  as  circumstances  require.  Great  progress  has  been  made 
during  the  last  few  years  in  correctly  establishing  potentials  of  wells 
from  month  to  month,  through  various  processes  developed  and 
utihzed  by  petroleum  engineers  in  the  calculation  of  potentials  of 
wells  which  seldom,  if  ever,  actually  demonstrate  by  wide-open  flow 
what  their  true  capacities  are.  Particularly  noteworthy  in  this  re- 
spect is  the  recently  adopted  "depth-pressure  method"  by  which 
recording  instruments  placed  in  the  bottom  of  the  oil  well  record  the 
pressure  at  the  base  of  the  oil  sand  luider  various  rates  of  flow  and 
from  which  the  potential  of  the  well  can  be  calculated.  The  practice 
has  eliminated  the  open-flow  tests  which  formerly  were  the  cause  of 
a  great  deal  of  overproduction. 

The  umpire  at  the  beginning  of  each  month  issues  an  allocation 
schedule  for  each  oil  field.  A  copy  of  this  is  sent  to  all  producers  in 
each  field.  There  is  also  mailed  a  copy  of  the  uniform  allocation 
table  in  order  that  the  producer  may  ascertain  how  his  aUotment 
was  computed.  In  addition  a  full  explanation  is  also  given  of  the 
manner  of  derivation  of  the  State  quota  and  the  effect  on  the  uniform 
formula  caused  by  new  wells  and  other  factors.  Then  at  the  end  of 
the  month  there  is  issued  a  summary  of  production  on  which  is  shown 
the  allotment,  the  production,  and  the  excess  or  shortage  for  every 
lease  in  the  State.  The  umpire  neither  recommends  to  purchasing 
companies  that  they  purchase  or  do  not  purchase  any  definite  quan- 
tity of  oil  from  any  producer.  In  that  respect  we  do  not  interfere 
with  free  trade  and  the  movement  of  oil. 

The  umpire's  office  also  issues  each  month  many  summary  and 
analytical  tabulations  concerning  producing  wells  such  as  number  of 
wells  in  each  potential  bracket;  number  of  wells  pumped,  gas  lift  and 
flowing  wells  and  their  potential;  oil  in  storage  on  leases  by  fields; 
volume  of  oil  shipped  from  leases  by  all  purchasing  companies,  and 
many  other  schedules  of  similar  nature. 

All  such  analytical  summaries  are  of  course  only  compilations  made 
from  statistics  voluntarily  furnished  the  office  by  producers  and  could 
not  be  compiled  at  all  were  it  not  for  this  high  degree  of  cooperation. 

Among  the  important  statistics  gathered  and  summarized  by  the 
oil  umpire  are  those  pertaining  to  amount  of  water  produced  with  the 
oil.  Such  summaries  are  made  semiannually.  Inasmuch  as  it  is 
recognized  that  the  oil  fields  of  California  are  known  as  water-drive 
fields,  it  is  impossible  during  the  lifetime  of  an  oil  well  to  produce  oil 
without  a  gradual  increase  of  water  until  finally  at  the  end  of  the  life 
of  the  well  nothing  but  water  is  produced.  Statistics  show  that  the 
increase  in  percentage  of  water  to  the  total  fluid  produced  from  all 
of  the  oil  wells  in  California  is  2.58  percent  annually;  thus  in  June  of 
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1939,  out  of  the  total  of  35,350,000  barrels  of  fluid  which  were  taken 
from  the  o;round,  18,123,000  barrels  was  oil,  and  the  percentage  of 
water  produced  was  48.72.  In  other  words,  nearly  half  of  the  fluid 
produced  from  the  ground  in  California  is  water. 

The  water  cut  is,  of  course,  much  higher  in  fields  which  are  now 
exclusively  pumping  fields  and  lower  m  the  newer  flowing  fields.  The 
pumping  fields  are  those  in  which  the  gas  energy  has  been  exhausted 
or  was  never  present  and  production  occurs  due  to  the  driving  force 
of  the  water  surrounduig  the  oil  pool.  Statistics  on  this  type  of 
field  show  that  for  the  same  month  of  June  1939,  23,436,300  barrels 
of  fluid  were  produced,  and  only  7,897,000  barrels  was  oil,  the  per- 
centage of  water  in  this  type  of  field  being  66.3  and  the  annual  increase 
instead  of  2.58  percent  for  the  State  is  5  percent.  The  water  cut  in 
these  pumping  fields  ranges  from  as  high  as  93  percent  in  the  Kern 
Eiver  field,  which  was  discovered  m  1899,  and  from  which  over  317,- 
000,000  barrels  of  oil  have  already  been  produced;  78  percent  in  the 
Mount  Poso  field,  from  which  44,000,000  hansels  of  oil  have  been 
produced;  68  percent  from  the  Long  Beach  field  from  which  625,000,- 
000  barrels  of  oil  have  been  extracted,  a  field  discovered  in  1921 ;  down 
to  such  fields  as  the  Richfield  field,  discovered  in  1919,  with  an  accu- 
mulated production  of  88,000,000  barrels,  and  a  water  cut  in  June  of 
this  year  of  only  33  percent. 

The  problem  of  distribution  of  the  monthly  quota  for  the  State 
m  such  fashion  as  not  to  interfere  with  the  production  of  oil  from 
exceeduigly  wet  wells  was  handled  by  the  central  committee  in  the 
adoptioji  of  the  minim.um  well  allotment  based  on  depth  as  part  of 
the  uniform  formula. 

There  are  scarcely  no  wet  wells  in  the  State  for  winch  the  allotment 
is  not  satisfactory  to  the  producer.  The  bulk  of  the  curtailment  i'l 
the  State  is  applied  to  the  new  and  old  flowing  wells  of  high  potentials 
and  low  water  cuts. 

Compliance  of  producers  with  allotments.  Compliance  with  the 
recommended  quotas  resulting  hi  the  almost  negligible  amount  of 
excess  has  come  about  through  the  education  of  producers.  Actually 
the  excess  production  over  and  above  the  quota  is  caused  in  part  by 
new  wells  wliich  are  drilled  each  month. 

IVIr.  Aubert  has  told  you  that  we  have  probably  100  new  wells  each 
month  with  a  potential  ranging  around  100,000  barrels  a  day.  The 
State  quota  is  issued  to  all  of  the  wells  in  the  State  as  of  the  first  of 
the  month,  and  there  is  no  quota  left  over  for  wells  completed  that 
month.  Therefore  those  wells  as  they  come  in  are  producing  and 
tbei'e  is  no  quota  for  them.,  and  the  oil  produced  from  those  new  wells 
is  not  covered  in  the  quota.  That  accounts  in  a  great  part  for  the 
3.2  percent  excess  as  it  stands  now. 

Mr.  Cole.  At  that  point,  how  many  wells  are  in  the  State? 

Mr.  Pemberton.  How  manv  in  the  State? 

Mr.  Cole.  Yes. 

Mr.  Pemberton.  Something  short  of  19,000. 

Mr.  Cole.  Can  we  get  that  figure  accurately? 

Mr.  Pemberton.  We  can  get  it  accurately. 

Mr.  Cole.  I  would  like  to  have  it  from  your  official  records. 

Mr.  Pemberton.  Yes,  sir;  I  will  get  that  for  you.  Some  small 
excess  is  also  caused  by  slight  overproduction  on  the  part  of  a  great 
number  of  small  producers  who  find  it  almost  impossible  to  reduce 
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their  production  a  barrel  or  two  barrels  per  day,  and  those  producers 
feel  that  an  excess  of  one  or  two  barrels  in  their  wells  is  of  such  small 
consequence  that  it  will  be  ignored.  There  are  also  many  producers 
who  overproduce  a  little  one  month  and  underproduce  the  next 
month;  there  are  also  producers  who  curtail  a  great  deal  but  yet  not 
quite  to  the  suggested  and  scheduled  quota.  This  may  come  about 
for  a  number  of  reasons  and  hence  a  part  of  the  excess  production 
does  not  come  about  through  intentional  disregard  of  the  curtailment 
program,  but  solely  for  failure  to  comply  to  the  exact  degree  ot  cur- 
tailment requested. 

Compliance  with  the  recommended  curtailment  under  our  volun- 
tary plan  has  come  about  primarily  through  education.  The  pro- 
ducers from  the  sense  of  good  busiuess  practice  curtail  their  production 
to  their  recommended  quotas.  Because  of  the  publicity  given  all 
details  of  the  voluntary  program,  there  is  no  producer  in  the  State 
who  does  not  receive  statistics  showing  the  allotment  and  production 
of  the  other  producers.  Nothing  is  secret.  All  producers  have  a  part 
in  the  entire  program.  All  complaints  and  grievances  of  any  nature 
whatsoever  are  given  full  and  complete  investigation  and  every  effort 
is  made  to  obtain  from  the  producer  his  active  cooperation.  I  am 
sure  there  is  a  greater  degree  of  cooperation  among  the  oil  producers 
in  California  than  among  the  pi'oducers  of  oil  in  any  other  State,  not 
only  in  scouting,  production,  spacing  of  wells,  exchange  of  information 
both  of  geological  and  engineering  nature  but  also  discoveries  made 
in  new  practices  of  handling  of  wells  and  the  production  of  oil. 
There  is  no  coercion  or  force  of  any  nature  whatsoever  to  cause  any 
producer  to  comply  with  his  allotment. 

PRODUCTION    PRACTICES 

Your  committee  is,  I  am  quite  sure,  familiar  with  the  fact  that  in 
the  technique  of  finding  oil,  getting  it  out  of  the  ground,  and  refining 
it,  enormous  progress  is  constantly  being  made  by  the  industry.  In 
the  field  of  pure  science,  bearing  upon  the  behavior  of  oil  and  gas  in 
underground  reservoirs,  great  progress  has  been  made.  In  California 
in  the  early  days  of  the  industry,  wells  were  permitted  to  flow  at 
capacity  production  and  blow  gas  to  the  air  to  encourage  the  sand  to 
come  in  the  well  in  order  that  a  great  cavity  might  be  made  at  the 
bottom  of  the  well  from  which  the  oil  could  later  be  pumped.  The 
operator  wanted  to  get  the  gas  out  of  the  way  as  soon  as  possible  so 
that  he  would  have  a  settled  pumping  well.  Volumes  have  been 
written  upon  the  subject  of  just  exactly  what  happens  in  a  petroleum 
reservoir  when  oil  and  gas  is  taken  from  it  through  bore  holes.  How- 
ever, in  the  application  of  modern  theories  to  the  production  of  oil 
and  gas  from  reservoirs,  it  is  impossible  to  retroactively  apply  these 
theories  to  old  fields  and  it  is  difficult  to  apply  them  to  some  of  the 
more  recent  fields  in  which  modern  methods  were  not  instituted  at 
the  start.  In  other  words,  it  is  too  late  to  apply  all  the  theories  and 
principles  we  now  understand,  as  remedies  to  cure  a  disease  which 
has  rim  its  course. 

In  California,  I  am  happy  to  say  that  the  most  modern  theories  on 
the  behavior  of  oil  and  gas  in  underground  reservoirs  are  being  applied 
in  the  drilling,  completion  of  wells  and  the  production  of  oil  and  gas 
in  all  newly  discovered  fields.     Such  things  as  flow  tests  of  newly 
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completed  wells  do  not  occur.  Wells  arc  spaced  properly,  drilled  in 
and  put  on  production  at  a  rate  equal  to  the  recommended  allotment, 
based  on  a  potential  established  through  bottom-hole  pressure  meas- 
urements. There  is  no  blow  of  gas  to  the  air  and  there  is  no  physical 
waste  of  any  nature  whatsoever  because  no  excess  oil  or  g-as  is  brought 
to  the  surface.  In  other  words,  the  industry  has  been  the  first  to 
develop  the  theories  of  energy  control  and  has  broadcast  the  informa- 
tion to  the  world  and  producers  in  California  are  applying  the  prin- 
ciples involved  to  their  own  oil  wehs.  Ten  new  fields  discovered  in 
the  San  Joaquin  Valley  through  the  application  of  geophysical  methods 
are  being  developed  along  lines  above  criticism  by  even  an  idealist 
and  in  spite  of  enormous  potential  ability  to  produce  these  fields  are 
curtailed  precisely  to  the  recommended  quotas  of  production  and 
there  is  no  waste. 

While  the  curtailment  program  so  far  discussed  applies  only  lo  oil, 
nevertheless  the  producing  industry  is  keenly  interested  in  curtailing 
the  production  of  gas  to  balance  utilization.  Thus  we  have  the  prac- 
tice of  shifting  allotments  among  wells  on  large  leases  so  that  the  low 
gas-oil  ratio  wells  are  caused  to  produce  oil  and  gas  during  the  season 
of  low  gas  requirements  and  to  higher  oil-gas  ratio  wells  in  the  season 
of  high  requirements.  It  is  physically  impossible  not  to  waste  con- 
siderable gas  especially  from  wells  which  produce  small  volumes  of  oil 
and  gas,  yet  the  State  as  a  whole  with  a  production  in  winter  of  as 
much  as  38,000,000,000  cubic  feet  per  month  and  as  low  as  31,000,- 
000,000  cubic  feet  per  month  in  summer  has  an  over-all  net  wastage 
of  about  9  percent. 

UNDERGROUND  WASTE 

I  gather  from  reading  H.  R.  7372  that  one  of  its  principal  objectives 
is  the  elimination  of  underground  waste  or,  said  in  another  w^ay, 
wasteful  practices  in  the  production  of  oil  and  gas.  There  have  been 
a  great  many  loose  statements  made  and  articles  published  calling 
attention  to  the  fact  that  so-called  wasteful  practices  of  producing  oil 
and  gas  will  cause  to  be  left  in  the  ground  millions  and  millions  of 
barrels  of  oil  never  to  be  recovered,  and  lost  permanently  to  the 
Nation.     In  my  opinion,  such  statements  are  unfounded  and  untrue. 

Mr.  Pemberton.  The  statements  that  I  have  referred  to  appear 
on  page  505  of  the  transcript  at  the  hearing  of  November  in  which 
Mr.  McLaughlin  stated  [reading]: 

In  the  Texas  Panhandle  oil  reservoir  the  waste  of  gas  led  to  the  permanent  loss 
of  from  four  hundred  to  five  hundred  million  barrels  of  oil.  In  the  hurry  to  pro- 
duce oil  the  failure  to  conserve  natural  e,as  as  a  source  of  reservoir  energy  resulted 
not  only  in  the  loss  of  the  natural  gas  but  also  in  the  leaving  underground  of  a 
large  percentage  of  the  total  reservoir  supply  of  crude. 

Now,  let  us  analyze  this  subject  of  underground  waste  a  little  bit 

Mr.  Cole.  What  page  was  that,  Mr.  Pemberton? 

Mr.  Pemberton.  Page  505. 

Mr.  Pearson.  And  you  say  that  you  challenge  the  correctness  of 
the  statement? 

Mr.  Pemberton.  Yes.  Let  us  analyze  this  subject  of  underground 
waste:  Originally  an  oil  pool  contained  a  fixed  and  definite  volume 
of  oil  and  gas.  At  any  given  period  m  the  productive  life  of  a  field 
the  amount  remaining  in  the  ground  is  the  difference  between  the 
original  amount  and  that  already  produced.     No  one  knows  during 


PETROLEUM  INVESTIGATION  737 

the  early  development  period  of  any  oil  field  how  much  oil  was  origi- 
nally in  that  pool ;  but  as  development  proceeds  until  finally  the  limits 
of  the  field  are  determined  and  the  characteristics  of  the  wells  as  they 
produce  are  ascertained,  it  is  common  practice  to  make  an  estimate 
of  the  amount  of  oil  remaining  to  be  produced  from  the  field  or  its 
so-called  reserve,  and  the  total  or  ultimate  production  of  an  oil  field 
is  then  said  to  be  the  past  production  plus  the  estimated  future  pro- 
duction. And  mind  you,  this  is  only  an  estimate  from  available  data 
treated  or  handled  in  the  way  the  individual  doing  the  work  cares  to 
handle  the  quantities.  Then  and  only  then,  will  the  critic  in  the 
handling  of  these  factors  or  other  factors  wliich  he  injects  into  the 
problem,  state  that  if  the  practices  under  which  the  field  is  bemg 
operated  are  continued,  great  quantities  of  oil  will  be  left  in  the  ground 
forever  lost  to  mankind. 

Great  advance  has  been  made  in  knowledge  of  underground  reser- 
voir conditions  within  the  last  few  years  and  it  is  common  practice 
now  to  have  laboratory  analyses  of  cores  of  oil  sands  made  for  the 
purpose  of  estimating  the  amount  of  recoverable  oil  per  acre-foot  of 
sand  of  the  character  contained  in  the  core.  There  is  first  determined 
from  the  core  the  porosity  of  the  sand.  There  is  next  determined  the 
permeability  of  the  sand,  by  which  is  meant  the  ease  with  which  fluids 
and  gases  may  pass  through  the  sand  and  into  the  well.  There  is  then 
determined  the  amount  of  connate  water  in  the  sand,  connate  water 
being  residual  water  adhering  to  the  sand  in  minute  quantities  in  the 
extremely  fine  interstices  at  the  point  of  contact  of  the  individual 
sand  grains.  There  is  next  determined  what  is  known  as  formation 
volume  by  which  is  meant  the  volume  of  space  occupied  in  the  ground 
of  a  barrel  of  crude  oil  measured  at  the  surface  plus  the  volume  of  gas 
which  is  absorbed  by  the  barrel  of  oil.  The  determination  of  these 
factors  permits  the  engineer  to  calculate  exactly  how  many  barrels 
of  oil  are  in  the  ground  per  acre-foot  of  sand.  The  percentage  of  this 
oil  which  may  be  recovered  by  oil  wells  would  be  the  recovery  factor. 
This  recovery  factor  is  unknown.  In  any  case,  the  engineer  must  use 
some  factor  in  order  to  advise  the  company  whether  to  attempt  to 
make  a  producing  well  from  that  sand  or  to  drill  further  in  search  of 
other  sands.  The  estimated  recovery  factor  is  seldom  more  than  50 
percent,  which  of  course  means  that  it  is  conservatively  estimated 
that  only  50  percent  of  the  oil  known  to  exist  in  reserves  will  be 
recovered  by  wells  by  all  known  methods.  In  other  words,  no  matter 
how  stringent  Government  regulations  may  be  or  how  strong  the  will 
of  an  operator,  it  is  estimated  that  an  oil  well  cannot  produce  more 
than  50  percent  of  the  oil  which  it  can  be  shown  rests  in  the  sand 
tapped  by  the  well.  Now  the  question  arises  as  to  why  such  a  situa- 
tion occurs.  The  reason  is  that  in  an  oil  sand  after  all  normally- 
removable  oil  is  extracted  from  the  sand,  there  still  is  a  film  of  oil 
wetting  every  surface  within  the  pores  including  the  surface  of  all  the 
connate  water  resting  in  the  pores. 

This  so-called  oil  of  the  wetted  surfaces  accounts  for  from  20  to  35 
percent  of  the  oil  that  can  be  calculated  to  exist  in  a  sand.  In  addi- 
tion to  the  oil  which  wets  the  surface  of  the  grains  there  is  oil  in 
minute  quantities  adhering  to  the  finer  pores  and  which  by  virtue  of 
its  own  surface  tension  and  capillarity  adheres  with  greater  force  than 
any  of  the  forces  which  tend  to  move  that  oil  from  its  resting  place 
to  the  well.     In  my  opinion,  a  great  deal  of  the  references  to  the 
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vast  volume  of  oil  left  in  the  ground  never  to  be  recovered  and  lost 
forever  to  the  Nation  because  of  wasteful  methods  of  operating  oil 
wells,  is  in  a  great  part — in  fact  perhaps  all  of  the  calculated  quan- 
tities that  are  referred  to.  Therefore,  the  industry  certainly  cannot 
be  criticized  for  leaving  sometliing  in  the  ground  which  no  man  has 
yet  devised  a  way  to  recover  with  oil  wells  and  no  operator  can  be 
stigmatized  as  using  wasteful  methods  of  production  because  he  leaves 
in  the  ground  residual  and  unproducible  oil. 

We  will  admit  therefore  that  residual  oil,  perhaps  as  much  as  50 
percent  of  all  the  original  oil  in  any  oil  pool,  cannot  and  is  not  re- 
coverable in  the  normal  operation  of  an  oil  well.  But  even  tliis  oil 
is  not  lost  to  the  Nation  because  it  is  still  in  the  ground.  In  the 
same  way  any  oil  not  recovered  by  wells  over  and  above  the  mini- 
mum volume  of  residual  oil  is  also  still  in  the  ground.  What  the 
statement  by  critics  means  is  that  after  all  of  the  existing  wells  have 
been  plugged  because  of  their  production  being  lower  than  economic 
limits  that  if  there  is  any  oil  left  in  the  field  it  will  not  be  produced 
by  those  wells. 

Now,  what  happens  to  this  residual  or  so-called  lost  oil?  The  facts 
are  these:  That  through  the  physical  functions  of  nature  an  oil  pool 
originally  was  formed  by  purely  natural  processes  wherein  oil  and 
water  and  gas  separated  themselves  each  from  the  other  because  of 
specific  gravity.  If  the  oil  pool  be  abandoned  and  any  oil  left  in  the 
ground  between  wells  or  in  sands  caused  by  water  intrusion  into  a 
well,  all  of  such  oil  will  again  be  accumulated  into  a  pool  in  the  same 
field  by  the  same  natural  processes  of  nature  which  formed  the  original 
pool  and  all  of  that  oil  can  be  and  will  be  captured  by  other  wells 
drilled  into  that  pool. 

Now,  the  quantity  of  oil  remaining  in  a  pool  when  existing  wells 
are  abandoned,  always  will  be  only  an  estimate  and  the  estimate  prob- 
ably bears  some  relation  to  an  original  calculation  about  how  much 
oil  the  pool  should  have  produced  from  the  existing  wells.  But  again 
in  estimating  the  above,  we  only  have  to  call  attention  to  the  extremely 
successful  results  of  water  flooding  in  Pennsylvania  and  elsewhere  in 
the  East,  in  Oklalioma  and  in  Texas  in  the  Mid-Continent,  wherein 
natural  processes  are  aided  and  stimulated  and  hastened  by  the  arti- 
ficial introduction  of  water  into  the  perimeter  of  an  oil  field  and  the 
residual  oil  is  collected  and  forced  to  other  wells  from  which  it  is  pro- 
duced. Such  operations  have  been,  when  controlled  by  a  capable 
engineer,  extremely  successful  and,  mind  you,  they  are  successful  at 
current  prices  so  that  the  bugbear  of  inability  to  recover  residual  oil 
in  a  field  until  high  prices  exist  is  not  true. 

Mr.  Cole.  Mr.  Pemberton,  will  you  suspend  for  a  moment? 

Mr.  Pemberton.  Yes,  sir. 

(Off  the  record  discussion.) 

Mr.  Cole.  All  right,  Mr.  Pemberton,  you  may  proceed. 

Mr.  Pemberton.  All  right.  During  the  intermission  my  assistant 
has  handed  me  the  answer  to  the  question  of  what  we  call  shut-in 
wells.  The  last  count  on  this  we  have  is  as  of  October  .31,  when  we 
had  14,621  wells  to  which  allotments  were  issued,  producing  wells 
capable  of  producing  and  to  which  allotments  were  issued,  and  of  those 
4,643  did  not  produce  during  the  month.  Those  would  be  the  shut-in 
wells. 

Mr.  Cole.  Then  the  18,000  figure,  where  does  that  come  from?  I 
understood  the  total  number  of  wells  was  over  18,000. 
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Mr.  Pemberton.  Excuse  me.  You  wrote  14.  It  should  be  18,621 
wells.     You  wrote  14. 

Mr.  Cole.  And  how  many  were  not  producing? 

Mr.  Pemberton.  And  4,643  were  not  producing. 

Mr.  Cole.  Give  those  figures  to  Mr.  Aubert.  As  against  800  which 
he  first  stated  then  changed  to  2,000;  that  is  a  big  difference. 

Mr.  Aubert.  I  was  undoubtedly  in  error. 

Mr.  Cole.  Considerably.     That  tallies  with  some  figures  I  have. 

Mr.  Pemberton.  Yes.  I  had  just  stated  that  the  recovery  of 
residual  oil  is  being  practiced  today  at  current  prices  so  that  the 
bugbear  of  inability  to  recover  residual  oil  in  a  field  until  high  prices 
exist  is  not  true. 

Now  one  who  will  take  issue  with  my  line  of  thought  might  say, 
"I  cannot  disagree  with  you  in  principle  but  for  practical  purposes, 
I  do  consider  in  your  theory  the  unknown  element  is  the  element  of 
time,  and  while  it  may  be  true  that  natural  forces  of  nature  will  re- 
assemble and  recollect  residual  oil  into  an  oil  pool  that  the  time 
which  nature  will  need  for  this  places  the  period  of  recovery  far  into 
the  future."  To  that  I  answer  that  we  have  ample  evidence  in 
California  at  least  of  the  extremely  rapid  rate  of  encroachment  of 
edge  water  and  it  is  my  opinion  that  once  all  existing  wells  are  aban- 
doned that  edge  water  will  re-form  the  oil  pool  very  rapidly.  One 
must  remember  that  the  collecting  processes  of  nature  are  interfered 
with  in  the  normal  pool  near  the  end  of  its  life  by  the  extraction  of 
extraordinary  quantities  of  water  with  the  oil  and  that  im.mediately 
the  extraction  of  water  is  stopped  from  a  field  that  the  reaccumula- 
tion  of  the  oil  into  a  pool  will  certainly  be  hastened  and  accelerated 
tremendously.  Take  a  field  such  as  Kern  River,  one  of  the  oldest 
we  have  in  California.  This  field  produced  in  a  typical  month,  June 
1939,  81,480  barrels  of  oil  and  877,355  barrels  of  water,  the  total 
amount  of  fluid  including  the  oil  being  958,835  barrels.  Obviously, 
if  production  should  cease  from  all  the  wells  in  that  field  the  cumu- 
lative monthly  water  drive  effect  would  be  of  that  magnitude  and 
as  soon  as  the  edge  water  intrusion  built  up  to  a  static  or  equilibrium 
pressure,  all  of  the  oil  remaining  in  the  field,  including  the  residual 
oil,  would  be  found  collected  at  the  highest  structural  part  of  that 
field.  Wells  in  that  field  produce  on  an  average  of  about  2%  barrels 
per  day  and  very  few  as  much  as  10  barrels  per  day.  The  percent- 
age of  water  produced  with  the  oil  in  June  of  1939  was  92.87  percent 
and  this  percentage  has  been  very  constant  for  some  time. 

Of  course,  if  even  that  small  quantity  of  oil  is  produced,  eventually 
there  will  be  less  and  less  oil  and  the  wells  will  have  to  be  abandoned 
for  economic  reasons  alone.  When  that  time  comes  I  am  confident 
that  in  a  very  short  time,  certainly  within  a  period  of  20  years,  the 
accumulation  of  all  of  the  residual  oil  will  have  taken  place  and  there 
will  be  a  very  good  oil  pool  at  the  highest  point  of  that  structure.  One 
of  the  strongest  reasons  which  I  can  cite  to  prove  my  contention  arises 
from  the  fact  that  in  the  past,  several  times  certain  operators  have  for 
economic  reasons  ceased  to  produce  oil  from  tracts  of  land  embracing 
as  much  as  640  acres,  and  on  each  such  occasion  the  adjoining  prop- 
erties immediately,  or  very  shortly  thereafter,  experienced  a  decided 
increase  in  production  of  both  oil  and  water  from  their  own  property. 
This  would  tend  to  bear  out  the  contention  that  were  all  of  the  prop- 
erties in  the  field  shut  down  with  the  exception  of  the  property  on  the 
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highest  structural  location,  that  the  production  of  oil  and  water  from 
that  property  would  soon  amount  to  a  figure  practically  equivalent 
to  the  current  pi'oduction  of  the  entire  field.  The  contention  that 
there  is  such  a  thing  as  undergroimd  waste  caused  by  wastefid  prac- 
tices of  operating  oil  wells,  is  purely  theory.  The  contention  would 
better  be  referred  to  as  failure  on  the  part  of  an  operator  to  take 
advantage  of  all  opportunities  which  nature  presents  to  him  in  not 
getting  as  much  oil  from  his  well  as  someone  else  recovers  from  their 
well.  In  other  words,  so-called  wasteful  practices  are  upon  careful 
analysis  purely  comparative  with  some  other  operation.  Let  us 
analyze  that  a  momemt:  In  a  typical  oil  field  in  California,  there  may 
be  a  zone  of  500  feet  in  thickness  within  which  oil  is  found  and  within 
which  no  water  is  found. 

Some  operators  produce  from  the  entire  500  feet  and  it  is  a  general 
practice  in  the  early  period  of  development  of  an  oil  field  that  operators 
take  in,  as  they  say,  meaning  expose  for  production  purposes  to  the 
well,  an  entire  500  feet  of  petroliferous  zone.  Later  and  more  careful 
studies  of  the  zone  by  methods  of  either  coring  and  examination  of 
core,  electrical  logging,  formation  tests  or  other  devices  develop  the 
fact  that  the  500-foot  zone  is  not  homogenous  and  that  there  are  great 
variations  within  the  zone  with  respect  to  porosity,  permeability  and 
actual  oil  content.  As  a  result,  many  well  will  be  completed  within 
that  field  wherein  the  operator  does  not  take  in  the  entire  500  feet  but 
takes  in  a  portion  of  it.  Now  the  ultimate  production  of  each  of  all 
the  wells  in  the  oil  field,  will  not  be  and  never  has  been  the  same. 
Therefore,  and  solely  because  of  this  fact,  there  has  arisen  the  theory 
that  some  operators  must  perforce  have  indulged  in  wasteful  practices 
because  their  wells  did  not  produce  as  much  oil  as  other  wells  in  that 
area.  I  challenge  any  engineer  to  compute  how  much  any  of  such 
operators,  who  fail  to  get  as  much  oil  as  some  other  operator,  have 
left  in  the  ground  due  to  this  so-called  wasteful  practice.  In  fact  all 
statements  relative  to  wasteful  practices  are  intangible  and  are  not 
subject  even  to  approximate  calculations  for  the  simple  reason  that 
such  calculations  are  based  upon  a  preliminary  estimate  which  repre- 
sents opinion  and  opinion  only. 

And  now  I  want  to  call  your  attention  to  a  statement  made  by  Mr. 
Miller  in  the  transcript  in  which  he  says,  on  page  306  [reading] ; 

As  discussed  in  the  foreword  part  of  this  report,  the  concepts  of  reservoir 
behavior  are  in  a  formative  stage,  and  much  is  to  be  learned  regarding  all  the 
factors  constituting  efficient  use  of  the  natural  forces  derived  from  the  energy  in 
the  system.  It  has  been  shown  that  underground  physical  waste  of  oil  and  gas 
is  difficult — and  sometimes  impossible — to  determine  until  after  the  damage  has 
been  done.  Evaluations  of  so-called  energy  waste  are  far  more  complex.  Accord- 
ingly, the  cited  examples  are  indicative  only  of  what  engineers  and  others  are 
trying  to  find  out  concerning  better  control  of  reservoir  behavior.  It  would  be 
impossible,  with  the  present  state  of  knowledge,  to  tabulate  the  fields  that  are 
being  operated  contrary  to  the  best  use  of  the  reservoir  energy.  Such  a  list 
likely  would  include  every  oil  field  yet  discovered. 

In  other  words,  the  statement  is  made  that  not  a  single  oil  field  in 
the  United  States  has  ever  been  operated  efficiently.     That  is,  perfect. 

Mr.  Cole.  Wliat  page  was  that? 

Mr.  Pemberton.  Three  hundred  and  six.  In  other  words,  the 
criticism  is  made  that  no  operator  nor  any  field  had  ever  been  operated 
according  to  these  theoretical  concepts  of  the  correct  treatment  of 
reservoir  energy.     While  not  specifically  comparable  the  whole  thing 
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to  me  is  a  great  deal  like  the  situation  in  which  a  farmer  would  find 
himself  should  he  buy  10  mules  for  the  work  that  they  could  deliver. 
He  estimates  that  each  mule  would  deliver  so  many  foot-pounds  of 
work  during  their  useful  lives.  Nine  of  the  mules  performed  up  to  his 
expectations  but  one  of  them  developed  into  a  puny,  sick,  feeble  mule 
of  bad  disposition  and  he  got  only  one-half  as  much  work  out  of  that 
mule  before  it  died  as  he  did  from  each  of  the  other  9.  Did  that 
farmer  waste  anything;  did  the  mule  waste  anything;  was  anything  lost 
to  the  Nation  because  the  mule  did  not  live  up  to  expectations? 
At  the  same  time  perhaps  another  farmer  would  have  guessed  originally 
that  in  buying  10  mules,  at  least  1  might  turn  out  to  be  unsatisfactory. 
Therefore,  even  if  there  were  waste  or  a  wasteful  practice,  who  is  to  be 
the  judge?  The  facts  are  of  course  that  there  was  no  waste  of  any 
kind. 

Frankly,  gentlemen,  the  matter  of  placing  into  the  hands  of  a 
Federal  authority  the  question  of  determinmg  whether  an  operator's 
practice  is  wasteful,  when  the  whole  question  is  so  ambiguous,  in- 
tangible, and  not  subject  to  definitely  known  (and  by  known  I  mean 
positively  known)  factors,  is  sometliing  which  I  believe  the  entire 
oil  industry  in  California  cannot  agree  with. 

RESERVES 

There  is  another  point  which  I  beg  leave  to  discuss,  that  is  the 
question  of  reserves.  I  can  say  that  California  has  as  of  January  1, 
1940,  an  estimated  future  reserve  from  existing  wells  and  those  yet 
to  be  drilled  on  locations  thought  certain  to  be  productive  to  be  in 
the  neighborhood  of  3,160,000,000  barrels  of  oil.  Other  engineers 
may  calculate  a  different  figure,  but  it  will  not  differ  greatly  from  such 
a  figure.  The  outstanding  fact  is  that  this  estimate  is  based  upon 
the  idea  of  the  amount  of  oil  that  will  be  produced  mider  known  exist- 
ing methods  of  production  and  at  current  prices.  If,  when  oil  gets 
scarcer  the  price  of  oil  should  double,  the  probabilities  are  that  the 
reserve  would  double.  This  is  for  the  reason  that  several  methods 
of  recovering  residual  oil  can  be  putinto  operation,  suchasrepressuring, 
water-flooding,  drilling  for  small  production,  and  even  mining  for  oil 
such  as  the  Germans  did  so  successfully  in  Alsace-Lorraine  during 
the  World  War.  If  the  price  of  oil  should  be  trebled,  I  believe  the 
future  production  would  be  trebled.  Certainly  in  a  State  such  as 
Pennsylvania,  were  the  price  of  crude  oil  to  be  $5  a  barrel  and  existing 
costs  of  operation  remain  the  same  as  today,  the  production  from  the 
State  of  Pennsylvania  then  would  unquestionably  bear  the  same 
relationship  as  would  $5  bear  to  the  current  price  of  oil.  Thus  the 
reserves  of  the  Nation  as  testified  before  your  committee  as  being 
from  17  billion  to  20  billion  barrels  of  oil  might  be  really  double  or 
treble  that  amount  from  known  fields  alone,  were  the  price  to  be 
double  or  treble  what  it  is  now. 

The  eventuality  of  higher  prices  for  oil  is  inevitable  as  we  approach 
the  time  far  in  the  future  when  oil  will  be  actually  scarce  and  it  is 
of  course  the  desire  of  the  Government  to  postpone  the  period  of 
higher  prices  for  oil  as  long  as  possible  by  seeing  to  it  that  the  existing 
wells  produce  their  maximum  and  the  residual  oil  left  in  the  pool 
for  production  under  other  conditions  would  be  as  small  as  possible. 
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On  this  score,  who  can  be  more  interested  in  that  very  matter 
than  industry  itself.  If  you  or  I  oAvned  some  oil  wells,  we  certainly 
would  do  everything  known  to  science  to  cause  those  wells  to  produce 
the  maximum  amount  of  oil  before  they  were  abandoned.  And 
there  is  no  stimulus  possible  of  application  even  by  the  Federal 
Government  that  could  cause  you  or  me  to  produce  more  oil  from 
our  wells  than  we  really  were  able  to  produce  simply  because  the 
wells  themselves  would  mean  more  to  us  individually  than  to  the 
Nation  as  a  whole  and  w^e  would  get  the  oil  if  it  were  possibly  obtain- 
able. 

SUMMARY 

As  oil  umpire,  I  can  say  that  California  has  in  effect  the  fairest, 
most  equitable  and  unanimously  approved  form  of  curtailment 
procedure  ever  in  effect.  I  can  also  say  that  the  degree  of  compliance 
with  recommended  quotas  of  production  is  closer  to  the  ideal  than 
at  any  time  previous  in  the  history  of  curtailment  in  California  and 
furthermore,  I  can  say  that  the  most  modern  methods  of  petroleum 
engineering,  involving  the  new^est  theories  of  behavior  of  hydrocarbon 
substances  are  being  applied  widely  and  wherever  possible.  I  also 
can  say  that  this  voluntary  program  works  more  smoothly  and  with 
less  friction  than  ever  before.  I  also  can  say  that  the  operators  in 
California  are  keenly  aware  of  the  folly  of  intentional  waste  and  that 
no  unreasonable  surface  waste  does  occur.  And  finally  I  say  that 
there  is  no  such  thing  as  underground  waste  because  any  oil  left 
in  the  ground  by  normal  operating  practices  will  be  recovered  by 
other  operations. 

Thank  you. 

Mr.  Cole.  Mr.  Pemberton,  do  you  feel  that  all  the  law  on  this 
subject,  as  far  as  the  State  of  California  is  concerned,  is  now  on  the 
books,  and  if  not,  what  additional  law,  do  you  advocate? 

Mr.  Pemberton.  I  see  no  need  for  any  law  at  all  other  than  the  laws 
that  we  have. 

Mr.  Cole.  Was  that  your  position  last  year  during  the  consideration 
of  the  control  measure  which  was  defeated? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  During  the  consideration  of  the  bill  in  the  legislature? 

Mr.  Pemberton.  Yes,   sir. 

Mr.  Cole.  Did  you  endorse  the  Atkinson  bill  at  any  time 
individually? 

Mr.  Pemberton.  No,  sir. 

Mr.  Cole.  Your  association  never  took  a  stand  in  the  matter  one 
way  or  the  other? 

Mr.  Pemberton.  They  took  no  stand  other  than  a  neutral  one, 
and  I  likewise. 

Mr.  Cole.  And  you  individually  never  expressed  your  views  as  to 
the  need  of  such  a  law? 

Mr.  Pemberton.  Correct. 

Mr.  Cole.  Now  you  do.  You  say  there  is  no  need  for  such 
legislation  at  this  time? 

Mr.  Pemberton.  That    is    right. 

Mr.  Cole.  During  the  hearings  of  1934  you  advocated  Federal 
control,  did  you  not? 
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Mr.  Pemberton.  If  you  are  referring  to  the  statement  I  made,  you 
can  see  what  statement  I  did  make.  It  was  partially  that  way; 
yes,  sir. 

Mr.  Cole.  Do  you  favor  Federal  control  legislation  at  this  time? 

Mr.  Pemberton.  No,  sir. 

Mr.  Cole.  Did  you  in  1934? 

Mr.  Pemberton.  I  believe  not.  I  believe  I  stated  before  your 
committee  that  I  felt  that  the  non-oil-producing — ^that  the  Govern- 
ment owed  it  to  the  non-oil-producing  States  to  see  to  it  that  the 
Government  regulated  the  industry  in  the  producing  oil  States.  I 
would  like  to  say  that 

Mr.  Cole.  Is  that  not  tantamount  to  Federal  control?  If  not, 
what  do  you  mean  by  that  statement? 

Mr.  Pemberton.  It  would  be  assumed  to  be  so;  yes. 

Mr.  Cole.  That  is  not  your  position  today? 

Mr.  Pemberton.  That  is  not  my  position  today;  no,  sir. 

Mr.  Cole.  Butit  wasin  1934^ 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  In  other  words,  you  favored  very  definitely  in  1934 
when  we  were  here  rigid  control  by  the  Federal  Government  of  the 
production  of  petroleum  in  this  country? 

Mr.  Pemberton.  Yes. 

Mr.  Cole.  What  has  caused  you  to  change  your  opinion  in  such 
comparatively  short  time,  4  or  5  years? 

Mr.  Pemberton.  In  the  first  place  at  that  time  the  statement  I 
made  was  made  pursuant  to  the  fact  that  I  was  virtually  a  Federal 
employee  in  charge  of  the  regulation  and  production  in  California 
pursuant  to  the  code,  and  we  had  a  much  more  difficult  situation 
then  than  we  have  now.  At  that  time  it  was  very  difficult  to  control 
the  situation  and  I  as  an  employee  owed  it  to  my  job  and  the  work 
I  was  doing  to  back  up  what  I  was  doing.  I  will  also  state  that 
since  that  time,  I  and  I  believe  along  with  several  others,  have  changed 
their  views  with  respect  to  their  enthusiasm  relative  to  certain  policies 
of  the  New  Deal  which  were  being  experimented  with  at  that  time. 

Mr.  Cole.  Let  me  get  this  perfectly  clear — [applause.]  It  looks 
like  your  gang  is  here.  Let  me  get  this  perfectly  straight  now.  In 
1934  you  favored  rigid  Federal  control  of  the  production  of  petroleum 
and  you  attribute  that  attitude  then  to  a  considerable  extent  because 
you  were  a  Federal  employee. 

Mr.  Pemberton.  I  believe  many  of  the  statements  I  made  were 
influenced  considerably  by  that  fact. 

Mr.  Cole.  Now  then  today  you  express  just  the  opposite  attitude. 
Is  that  because  the  organization  you  are  with  at  this  time  tells  you 
what  attitude  to  take  now? 

Mr.  Pemberton.  No,  sir;  it  is  not. 

Mr.  Cole.  That  is,  you  are  not  as  susceptible  to  the  influence  of 
your  employer  today  as  you  were  in  1934,  is  that  right? 

Mr.  Pemberton.  No,  sir.  I  would  like  to  further,  Mr.  Cole,  call 
your  attention  to  the  statement  which  was  made  at  the  time  in  con- 
nection with  the  formation  of  the  interstate  oil  compact;  also  a 
statement  in  that  same  transcript  in  which  you  credit  me  as  being  a 
strong  booster  for  Federal  control,  and  in  which  I  pointedly  stated 
I  was  decidedly  in  favor  of  an  interstate  oil  compact,  and  I  am  sorry 
I  haven't  got  that  statement  here. 
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Mr.  Cole.  Do  you  question  your  statement  of  1934? 
Mr.  Pemberton.  Yes. 

Mr.  Cole.  It  is  right  here.     I  have,  maybe  for  your  convenience, 
underlined  some  portions  of  it. 
Mr.  Pemberton  (reading): 

My  opinion,  I  assure  you,  is  my  own,  not  caused  by  the  contact  or  comment 
■with  any  of  the  producers  in  California  that  I  work  for.  It  is  solely  my  own 
personal  opinion,  and  it  is  this:  "That  the  Federal  Government  should  cause,  by 
whatever  means  it  has  at  its  disposal,  to  be  made  an  interstate  compact  and  the 
Federal  Government  should  be  the  one  to  allocate  to  each  State  its  quota  of  oil. 
The  Federal  Government  should  cause  each  State  to  regulate  the  production 
within  a  State  or  tell  them  that  if  they  do  not  do  so  the  Federal  Government  will 
have  to  so  regulate  production." 

Mr.  Cole.  That  is  the  statement  you  had  reference  to  a 
moment  ago? 

Mr.  Pemberton.  Yes;  that  is  the  only  statement  that  was  made 
on  that  subject.  I  believe  the  fervor  and  enthusiasm  which  many 
of  us  had  at  that  time  for  the  New  Deal  led  us  to  go  a  little  far  afield. 

Mr.  Cole.  Well,  have  you  changed  your  views  as  expressed  then  as 
to  the  wisdom  of  the  interstate  oil  compact? 

Mr.  Pemberton.  No,  sir;  I  am  strongly  m  favor  of  the  interstate 
oil  compact. 

Mr.  Cole.  Have  you  so  recommended  to  the  industry  of  this  State 
and  to  the  government  of  this  State? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Has  the  legislature  accepted  during  the  life  of  the 
compact,  smce  1935,  any  recommendations  from  the  compact  group 
that  now  exists? 

Mr.  Pemberton.  I  don't  know. 

Mr.  Cole.  You  keep  in  prett}^  close  touch  with  the  compact  group, 
do  you  not? 

Mr.  Pemberton.  Yes. 

Mr.  Cole.  Attend  many  of  their  meetings? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Have  you  ever  known  of  a  recommendation  to  come 
from  the  interstate  group  to  this  State  recommending  legislation? 

Mr.  Pemberton.  I  believe  not;  I  believe  that  they  do  not  do  that, 
Mr.  Cole;  I  believe  that  the  compact  commission  does  not  itself  issue 
any  recommendations  to  any  other  State.  They  leave  it  to  individuals 
to  do  that.  They  leave  it  to  the  various  Governors  to  try  to  convince 
the  Governors  of  various  other  States  to  join,  and  in  the  case  of 
representatives  sent  by  Governors,  they  leave  it  to  that  representative 
to  carry  the  message. 

Mr.  Cole.  The  compact  itself  provides  just  the  opposite  shall  be 
done,  does  it  not? 

Mr.  Pemberton.  I  believe  it  does. 

Mr.  Cole.  Isn't  one  of  the  main  provisions  of  the  existing  com- 
pact— as  I  recall  you  sat  in  in  the  initial  deliberations — that  the 
compact  group  shall  do  that  very  thing? 

Mr.  Pemberton.  Yes,  sir.     1  want  to  also  say,  though 

Mr.  Cole.  You  say  they  never  do  it? 

Mr.  Pemberton.  I  should  say  this,  as  an  observer  I  have  never  been 
permitted  to  actually  attend  a  formal  sessior  that  the  actual  delegates 
to  the  commission  hold.  They  have  their  own  little  session  and  then 
they  have  a  public  hearing  which  is  the  one  I  have  been  permitted  to 


PETROLEUM  INVESTIGATION  745 

attend.  And  so  I  do  not  know  of  any  formal  messages  or  recommenda- 
tion actually  issued  by  the  compact  to  any  of  tlie  States  who  are  not 
members.     I  do  not  know  of  any. 

Mr.  Cole.  Since  1935 — 1934,  when,  as  I  recall  you  represented,  in  a 
semiofficial  capacity  at  least,  this  State,  at  Ponca  City,  at  the  confer- 
ence looking  to  the  formation  of  an  interstate  oil  compact — and  if  I 
am  not  right  I  wish  you  would  stop  me — from  that  time  to  the  present, 
California  has  not  seen  fit  to  join  the  other  major  oil-producing  States 
of  this  country  in  the  compact  method  of  handling  this  problem,  rather 
tlian  to  have  the  Federal  Government  do  it ;  that  is  correct,  is  it  not? 

Mr.  Pemberton.  Yes;  that  is  correct,  sir. 

Mr.  Cole.  Are  you  willing  to  venture  a  prophesy  at  this  time  as  to 
whether  California  will  join  the  compact  group  m  the  future,  I  mean 
in  the  immediate  future? 

Mr.  Pemberton.  My  answer  to  that  is  the  same  answer  that  I 
always  made  to  the  compact  commission  itself  when  they  asked  me 
that  question  at  each  meetmg,  and  that  is  that  I  certainly  cannot 
predict  what  our  legislature  will  do  at  any  time.     [Laughter.] 

Air.  Cole.  But  you  can  predict  what  the  people  will  do  on  a  refer- 
endum, can't  you? 

Mr.  Pemberton.  No;  I  cannot  even  do  that,  no,  sir. 

Mr.  Cole.  Let  me  have  the  figures  again  of  the  total  number  of 
wells  in  the  State  used  by  your  office  in  compiling  the  formula  of  pro- 
duction— ^or  rather  the  allocation  formula. 

Mr.  Pemberton.  I  have  the  exact  figure  here,  which  would  have 
been  the  effective  number  of  wells  for  the  month  of  November,  18,62L 

Mr.  Cole.  Yes ;  and  of  that  number 

Mr.  Pemberton.  Four  thousand  six  hundred  and  forty-three 

Mr.  Cole.  Were  shut  in? 

Mr.  Pemberton.  Were  shut  in. 

Mr.  Cole.  Approximately  25  percent? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Have  you  your  records  with  you  to  show  for  the  month 
of  November,  in  which  these  figures  were  taken,  how  many  wells  of  the 
18,621  the  five  major  producing  companies  in  this  State  own? 

Mr.  Pemberton.  I  guess  so.     Have  you  that  file  here? 

A  Voice.  October  31. 

Mr.  Cole.  October  31? 

Mr.  Pemberton.  Yes.  Let's  see  it.  There  are  seven  major  com- 
panies. 

Mr.  Cole.  Yes,  there  are  seven ;  you  are  correct.  And  we  will  name 
them  in  order:  The  Standard  first,  the  Shell  second,  Union  third, 
General  Petroleum  fourth,  Tidewater  fifth,  Richfield  sixth,  Texas 
seventh;  is  that  right? 

Mr.  Pemberton.  That  is  correct.  The  seven  major  companies 
total  9,873  wells. 

Mr.  Cole.  Can  you  give  me  the  break-down  you  have  there  for  the 
Standard,  first,  of  the  9,873  wells? 

Mr.  Pemberton.  3,308. 

Mr.  Cole.  3,308? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  And  then  take  the  next  company,  taking  them  in  order, 
the  Union  Oil  Co. — no,  the  next  is  Shell. 

Mr.  Pemberton.  1,393. 
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Mr.  Cole.  And  the  next  is  Union  Oil. 

Mr.  Pemberton.  1,175. 

Mr.  Cole.  And  the  next  is  General  Petroleum. 

Mr.  Pemberton.  1,162. 

Mr.  Cole.  The  next  is  Tidewater  Associated. 

Mr.  Pemberton.  1,580. 

Mr.  Cole.  And  the  next  is  Riclifield. 

Mr.  Pemberton.  477. 

Mr.  Cole.  And  the  last,  Texas. 

Mr.  Pemberton.  778. 
'  Mr.  Cole.  And  a  total  of  9,873? 

Mr.  Pemberton.  Yes. 

Mr.  Cole.  Now,  just  at  random — let  us  take  the  largest  company, 
Standard,  with  3,308  wells  the  company  owned,  according  to  your 
records,  and  participate  to  this  extent  in  the  application  of  tliis 
formula  you  use,  how  many  of  the  total  of  3,308  actually,  produce? 

Mr.  Pemberton.  1,955. 

Mr.  Cole.  1,955.  If  you  have  such  figures  also  available  as  to  the 
other  companies,  I  would  like  to  have  that. 

Mr.  Pemberton.  All  right.     You  read  the  names. 

Mr.  Cole.  All  right.     That  is  1,955,  Standard.     Shell  Oil  Co. 

Mr.  Pemberton.  957. 

Mr.  Cole.  The  Union  Oil? 

Mr.  Pemberton.  829. 

Mr.  Cole.  The  next  is  General  Petroleum. 

Mr.  Pemberton.  781. 

Mr.  Cole.  The  next  is  Tidewater  Associated. 

Mr.  Pemberton.  856. 

Mr.  Cole.  Richfield? 

Mr.  Pemberton.  366. 

Mr.  Cole.  And  Texas? 

Mr.  Pemberton.  637. 

Mr.  Cole.  How  many  oil  fields  are  there  in  California? 

Mr.  Pemberton.  115. 

Mr.  Cole,  In  how  many  of  the  115  does  the  Standard  Oil  Co.  own 
wells? 

Mr.  Pemberton.  36. 

Mr.  Cole.  Do  you  have,  Mr.  Pemberton,  a  break-down  of  the 
number  of  wells  each  company  of  the  total  you  have  given  me  owns  in 
the  various  fields? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  By  fields? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  And  then  side  by  side  udth  that  the  number  of  transfers 
of  production  which  took  place  within  the  company  allotment  such  as 
Mr.  Aubert  says  is  permitted  from  one  field  to  the  other?  Wliat  I 
am  getting  at  is  how  much  high-cost  production  was  transferred  where 
they  got  a  very  obvious  benefit  out  of  it. 

Mr.  Pemberton.  We  issue  each  month  a  summary  of  the  produc- 
tion for  the  whole  State  in  which  such  statistics  as  you  refer  to  are 
published,  and  a  break-down  of  that  type  is  made  for  the  major 
companies  and  about  twenty  other  companies  of  large  size,  and  you 
can  judge  for  yourself  what  that  amount  is.  It  is  very  difficult — 
the  practice  is  this :  The  companies  owning  production  in  many  fields, 
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we  wOl  say,  are  offset  by  a  non-curtailing  independent  operator, 
causing  the  company  to  balance  production  on  their  side  of  the  line, 
and  will  find  themselves  overproducing  in  that  field.  The  large  com- 
pany will  then  shut  in  production  in  any  field  in  which  they  may  do 
so  by  virtue  of  their  fee  property  to  balance  that  production.  So  it  is 
difficult  to  ear-mark  what  is  shut  in  and  what  is  producing,  and  say 
that  they  have  transferred  so  much  liigh-cost  production  to  a  low- 
cost  production  field.  It  would  be  easy  to  go  over  the  list  and  add 
up  the  volume  of  high-cost  production  that  was  underproduced,  and 
the  volume  of  low-cost  production  that  was  overproduced. 

Mr.  Cole.  Mr.  Pemberton,  to  conserve  time,  you  know  what  my 
question  involves,  and  if  you  want  to  file  some  of  the  exhibits  before 
you  it  is  all  right  to  do  so,  and  comment  upon  them  in  your  testimony, 

Mr.  Pemberton.  Of  course,  generally  spealdng  I  would  say  this: 
that  no  large  oil  company  owns — I  do  not  believe  I  can  think  of  very 
many  places  where — I  do  not  believe  that  I  can  think  of  any  places 
where  any  large  oil  companies  own  any  fees — own  any  fee  property 
with  the  possible  exception  of  Kettleman  Hills — when  any  large  oil 
companies  own  any  fee  property  in  low-cost  high-value  oil  with  the 
exception  of  Kettleman  Hills. 

Mr.  Cole.  Well,  will  you  do  that? 

Mr.  Pemberton.  I  can  just  give  you  this  exhibit,  if  you  would  care 
to  have  it. 

Mr.  Cole.  I  do  not  want  all  of  it. 

Mr.  Pemberton.  Well,  you  might  as  well  take  it  all. 

Mr.  Cole.  I  only  wanted  to  put  such  part  of  it  into  the  record  as 
pertained  to  the  matter  we  were  inquiring  about  and  not  have  this 
great  mass  of  figures  here  in  there  also,  so  that  I  cannot  pick  out  what 
I  have  in  mind. 

Mr.  Pemberton.  Well,  beginning  on  this  page  you  will  find  the 
break-down  for  each  company  by  fields,   all   the  salient  statistics. 

Mr.  Kelly.  That  shows  the  number  of  wells? 

Mr.  Pemberton.  You  may  have  that  whole  volume  and  just  cut 
that  out  and  discard  the  rest. 

Mr.  Cole.  That  is  from  page  f  6  to  29,  inclusive,  is  the  part  of  the 
paper  in  which  you  think  I  am  interested? 

Those  pages  will  be  inserted  in  the  record  at  this  pomt  (1). 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Let's  have  a  little  order,  please.  Mr.  Pemberton, 
what  percentage  of  the  total  production  in  California  is  consumed 
within  this  State? 

Mr.  Pemberton.  I  don't  know.  I  am  laboring  under  the  impres- 
sion that  it  IS  about  60  percent. 

Mr.  Cole.  What  becomes  of  the  balance? 

Mr.  Pemberton.  The  balance  is  exported  to  what  we  call  the 
cowna  territory,  the  five  Western  States,  Washington,  Arizona, 
Nevada,  Oregon,  and  to  the  Hawaiian  Islands,  to  Australia;  all  the 
Pacific  business  including  Japan,  Alaska,  and  British  Columbia. 

Mr.  Cole.  Any  oil  being  shipped  from  California  at  the  present 
time  to  Kussia? 

Mr.  Pemberton.  Yes. 

Mr.  Cole.  How  much? 

Mr.  Pemberton.  I  think  that  the  volume  shipped  to  Russia  is 
very — well,  it  fluctuates  a  great  deal. 
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Mr.  Cole.  What  type  of  oil  is  shipped  from  CaUfornia  to  Russia? 

Mr.  Pembebton.  I  beUeve  principally  a^'iation  gasoline. 

Mr.  Cole.  Aviation  gasolhie? 

Mr.  Pemberton.  I  believe  so. 

Mr,  Cole.  Is  that  of  recent  origin? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  That  is,  since  the  v^^ar? 

Mr.  Pemberton.  No;  I  believe  we  have  been  shipping  aviation 
gasoline  in  fairly  large  quantities  for  several  j^ears  there. 

Mr.  Cole.  Is  that  going  out  of  this  harbor,  I.os  Angeles? 

Mr.  Pemberton.  Well,  either  here  or  San  Francisco,  yes. 

I^lr.  Cole.  I  mean  is  most  of  it  from  here? 

Mr.  Pemberton.  I  don't  know  whether  most  of  it  is  or  not. 

Mr.  Cole.  Can  you  give  me  an  idea  of  what  percentage  of  the  total 
oil  produced  in  the  State  of  the  type  Russia  is  getting  is  exported  to 
Russia? 

Mr.  Pemberton.  No,  sir,  I  cannot.  I  believe  it  is  a  very  small 
percent,  though.  They  certainly  do  not  take — T  believe  Russia  at 
no  time  has  taken  as  much  as  an  average  of  one  tanker  a  month. 
We  will  say  60,000  barrels  through  the  year,  and  I  doubt  if  they  have 
taken  that  much  through  the  year. 

Mr.  Cole.  How  much  is  being  shipped  to  Japan  at  the  present 
time? 

Air.  Pemberton.  I  beheve  the  Japanese  business  amounts  to 
77,000  barrels  a  day  during  the  past  year. 

Mr.  Cole.  Yes;  but  that  has  jumped  considerably  in  the  last 
month,  has  it  not? 

Mr.  Pemberton.  I  believe  so.  The  sliipments  by  month  are  con- 
trolled by  the  number  of  tankers  available.  It  takes  a  long  time  for  a 
tanker  to  go  clear  across  and  come  back,  and  sometimes  they  pile  up, 
and  we  get  a  lot  of  tankers  one  month  and  very  few  the  next  month. 

Mr.  Cole.  Is  there  a  tanker  a  day  out  here  from  Japan? 

Mr.  Pemberton.  Oh,  yes. 

Mr.  Cole.  At  least  that? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  And  the  shipments  to  Japan  for  the  last  month  increased 
at  least  50  percent,  did  they? 

Mr.  Pemberton.  I  believe  so;  approximately  two  tankers  a  day. 

Mr.  Cole.  Making  over  110,000  barrels  a  day  exported  to  Japan? 

Mr.  Pemberton.  Yes. 

Mr.  Cole.  Do  you  approve  of  exports  of  California  oil  to  that 
extent  to  Russia  and  Japan? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Coi-e.  We  ^vi.\\  permit  you  to  give  your  reasons  the  same  as 
other  witnesses  have,  if  you  care  to. 

Mr.  Pemberton.  I  will  say  first  that  in  spite  of  the  fact  that  there 
is  some  desire  on  the  part  of  certain  persons  in  the  Federal  Govern- 
ment that  that  practice  be  discontinued,  nevertheless  the  Govern- 
ment seems  reluctant  to  order  it,  such  an  order  being  tantamount  to 
declaring  war  on  Japan,  and  it  is  not  proper  for  the  State  legislature 
to  do  it,  and  I  beheve  the  individual  producers  feel  that  the  Japanese 
business  is  just  as  much  good  business  as  is  selUng  some  oil  to  British 
Columbia. 

P  Mr.  Pearson.  Well,  CaUfornia  is  a  part  of  the  United  States  and 
of  the  Federal  Government. 
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Mr.  Pemberton:  Surely. 

Mr.  Pearson.  Well,  why  do  you  refer  to  the  Federal  Government 
as  though  it  was  a  thing  situated  at  Washington  only? 

Mr.  Pemberton.  They  have  a  trade  agreement  with  Japan  which 
has  been — which  is  subject  to  cancelation,  and  I  believe  that  it  would 
be  the  function  of  the  Federal  Government  to  do  that.  I  believe  that 
if  the  producers  of  oil  in  California  should,  amongst  themselves,  volun- 
tarily decide,  "We  won't  sell  any  oil  to  Japan,"  it  would  be  considered 
by  Japan  to  be  some  kind  of  a  political  insult,  or  a  blow  or  slap  in  the 
face,  and  if  such  consequences  result,  it  is  more  properly  the  function 
of  the  Government  to  cause  that  than  anybody  else.  I  believe  the 
feeling  among  all  the  producers  is  that  they  do  not  need  to  decide  not 
to  sell  to  Japan. 

Mr.  Pearson.  Excuse  me  for  interrupting. 

Mr.  Cole.  That  is  all  right. 

Mr.  Cole.  Mr.  Pemberton,  you  dispute  the  fact  that  underground 
waste  exists  in  any  of  the  fields  in  California? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  I  have  before  me  a  report,  an  extract  from  a  report 
written  in  1937  by  a  petroleum  engineer  employed  by  the  Kettleman 
North  Dome  Association  referred  to  as  Kenda.  Are  you  familiar 
with  that  association? 

Mr.  Pemberton.  Yes. 

Mr.  Cole.  In  which  they  state  the  decline  in  pressure  caused  by 
excess  gas  production  seriously  affects  the  potential  production  and 
has  reached  the  point  where  it  is  highly  desirable  to  formulate  a  pro- 
duction plan  by  which  the  rate  of  pressure  decline  could  be  arrested 
and  the  pressure  in  the  Temblor  zones  equalized.  Do  you  agree  with 
that  finding? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Well,  does  that  contradict  your  statement  that  waste 
exists  in  that  field? 

Mr.  Pemberton.  It  does  not  refer  to  such  a  thing  as  waste  at  all. 
That  statement  refers  to  the  desirability  of  the  operators  taking 
advantage  of  their  opportunities  there  in  order  that  they  may  more 
efficiently,  at  a  lower  cost  recover  the  maximum  amount  of  oil  from 
those  existing  wells.  In  other  words,  I  claim  this  so-called  under- 
ground waste  is  really,  that  the  statement  really  refers  to  the  failure 
on  the  part  of  the  operator  to  take  advantage  of  opportunities  pre- 
sented by  nature,  and  his  failure  to  do  so  does  not  constitute  waste. 
It  is  analogous  to  the  situation  of  an  automobile.  A  gallon  of  gasoline 
has  a  certain  definite  amount  of  energy  contained  in  it.  We  buy  it 
for  that  energy,  the  work  it  will  do.  A  trick  driver  representing  any 
automobile  manufacturer  can  take  that  automobile  and  drive  it  per- 
haps 25  miles  on  a  gallon  of  gasoline,  but  nobody  does  it.  We  get 
15  miles  per  gallon  because  we  want  to  go  fast.  We  don't  want  to 
go  at  the  most  efficient  rate  to  go  on  a  gallon,  we  want  to  get  there 
and  get  our  business  over  with.  Can  it  be  said  that  man  is  wasting 
energy?  He  is  not  wasting  it  in  the  sense  he  didn't  get  something  for 
it.  He  has  simply  failed  to  talce  advantage  of  the  maximum  amount 
of  work  in  transportation  that  was  possible  because  of  the  existence 
inherent  in  man  to  want  to  get  there  fast. 

Mr.  Cole.  How  about  the  West  Montebello  field?  Is  gas  being 
blown  in  the  field  there? 
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Mr.  Pemberton.  Yes. 

Mr.  Cole.  Is  that  waste? 

Mr.  Pemberton.  Yes;  that  is  waste  to  the  air. 

Mr.  Cole.  Is  that  underground  waste? 

Mr.  Pemberton.  No;  sir. 

Mr.  Cole.  Why  not? 

Mr.  Pemberton.  Well,  because  it  is  not  in  the  ground.  When 
you  bring  it  to  the  air,  blow  it  to  the  air,  that  is  waste  to  the  air,  it 
would  not  be  underground. 

Mr.  Cole.  It  is  wasting  of  underground  pressure,  is  it  not? 

Mr.  Pemberton.  Well,  you  cannot  produce  oil  without  a  rapidly 
diminishing  pressure  with  the  extraction  of  your  oil  and  gas.  Pres- 
sure decline  does  not  indicate  waste. 

Mr.  Cole.  Many  claim  it  could,  do  they  not? 

Mr.  Pemberton.  No;  I  do  not  see  how  it  could. 

Mr.  Cole.  Then  you  do  not  agree  that  in  the  West  Montebello 
field,  the  blowing  of  gas  to  the  air  is  a  dissipation  of  the  reservoir 
energy  and  therefore  underground  waste,  as  I  have  always  understood 
the  term  to  be  defined? 

Mr.  Pemberton.  Well,  I  would  say  that  if  the  gas  is  blown  into 
the  air  and  wasted  into  the  air,  that  they  do  also  waste  the  under- 
ground energy  in  that  respect.  If  they  utilized  all  the  gas  they  would 
not  have  wasted  all  the  underground  energy,  because  that  energy 
is  being  put  to  use  for  work,  it  is  lifting  oil  to  the  surface  of  the  ground 
and  bringing  gasoline  with  it,  all  of  which  is  extracted  at  the  casing 
head  plant.  We  have  a  speaker  on  that  field  who  will  devote  his 
entire  remarks  to  that  field. 

Mr.  Cole.  Well,  the  blowing  of  gas  to  the  air  in  the  West  Monte- 
bello field  which  you  defend^ — — 

Mr.  Pemberton.  I  did  not  defend  it. 

Mr.  Cole.  You  claim  it  is  not  waste  and  I  do.  It  was  the  subject 
of  litigation,  was  it  not? 

Mr"  Pemberton.  They  are  wasting  it;  yes.     It  is  blown  to  the  air. 

Mr.  Cole.  Do  you  have  a  table  of  the  last  6  months'  figures  before 
you  showing  as  to  the  West  Montebello  field  the  oil  and  gas  produc- 
tion? If  you  have,  I  will  check  it  mth  one  before  me  and  put  it  in  at 
this  point. 

Mr.  Pemberton.  I  have  a  table  of  the  gas  production. 

Mr.  Cole.  I  have  both.  If  we  had  some  way  to  check  that, 
showing  that  from  January  to  June  the  percentage  of  gas  wasted 
was  from  31  percent  in  January  to  61  percent  in  May  and  52  percent 
in  June. 

Mr.  Pemberton.  Those  figures  are  probably  correct. 

Mr.  Cole.  That  was  the  61-percent  figure  we  were  discussing 
here  yesterday,  I  think. 

Mr.  Pemberton.  I  assume  that  they  are  approximately  correct. 
Mr.  Garrison  will  give  you  the  exact  figures  later. 

Mr.  Cole.  Mr.  Garrison? 

Mr.  Pemberton.  Mr.  Garrison  will  have  the  exact  figures  on  that 
Montebello  field. 

Mr.  Cole.  I  think  that  covers  it  all,  Mr.  Pemberton.  That  is  all 
I  have. 

Mr.  Pemberton.  Is  anybody  going  to  ask  me  about  price? 
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Mr.  Cole.  Yes;  you  wanted  to  know  sometliing  about  price.  I 
think  Mr.  Wolverton  will  accommodate  you. 

Mr.  Grosser.  What  virtue  do  you  claim  for  voluntary  control  as 
distinguished  from  governmental  control? 

Mr.  Pemberton.  I  believe  that  it  works  better  for  us.  The 
results  of  our  production  right  now  since  we  have  adopted  the  uniform 
formula  is  better  than  any  of  the  other  States,  better  than  any  of  the 
other  States  can  show  with  respect  to  the  industrj'-  as  a  whole.  The 
voluntary  curtailment  is  more  elastic  than  is  the  rigidly  and  legally 
enforced  control,  and  it  is  adaptable  to  changing  conditions  and  more 
than  anything  else  the  operators  like  it.  The  operators  in  Cali- 
fornia have  been  for  10  years  accustomed  to  voluntary  control  of 
their  business,  and  they  have  done  a  very  good  job  of  it;  they  are  now 
doing  a  nearly  perfect  job  of  it.  There  is  no  evidence  of  any  com- 
motion or  confusion  of  any  shape  or  form  within  the  industry  itself. 
I  take  it  that  a  vast  industry  such  as  the  petroleum  industry  with  all 
of  its  ramifications,  and  wdth  all  of  the  stockholders  and  all  of  the 
companies  that  are  all  interested  in  it,  and  they  are  all  interested  in  the 
stabilizing  of  their  business,  and  under  this  voluntary  form  of  cur- 
tailment such  as  we  have  here,  if  it  works  such  as  it  is  working  right 
now,  I  believe  that  it  is  much  better  than  the  law;  and  if  it  does  not 
work  then  the  law  is  necessary. 

Mr.  Crosser.  Wliy  do  you  think  that  happens?  Why  do  you  think 
it  is  better?    What  characteristic  of  human  nature  makes  you  think  so? 

Mr.  Pemberton.  Makes  our  present  curtailment  better? 

Mr.  Crosser.  Yes. 

Mr.  Pemberton,  Just  because  they  have  got  good  sense,  the  good 
business  sense  to  conduct  their  business  in  such  fashion  as  they  know 
will  keep  it  stabilized.  We  have  had  10  years  of  education  on  this 
subject  here,  and  there  is  no  producer  of  oil  in  California  at  this  time 
that  is  not  aware  of  the  terrible  things  that  will  happen  to  the  industry 
when  the  industry  is  not  stabilized,  and  when  production  gets  out  of 
control.  When  these  things  happen  we  all  know  it  is  very  bad.  They 
have  just  got  the  good  sense  not  to  wreck  themselves. 

Mr.  Crosser.  You  think  that  they  do  it  because  they  want  to  im- 
prove their  business,  or  do  they  do  it  to  avoid  governmental  mter- 
ference? 

Mr.  Pemberton.  No,  they  do  not  want  to  do  it  for  either  reason; 
they  want  to  do  it  to  keep  their  business  stabilized  at  all  times.  There 
is  no  hope  of  unproving  their  business.  They  hope  to  keep  it  as  it  is 
and  just  not  lose  what  they  have.  When  a  man  makes  his  investment 
he  puts  the  money  in  the  ground,  and  he  wants  to  make  a  profit  on  the 
money  that  he  has  spent,  and  when  he  can  see  that  his  production  is 
going  to  be  strung  out  for  a  certain  number  of  years  and  the  income  is 
probably  going  to  be  so  and  so,  he  is  very  content  to  keep  it  that  way. 

Mr.  Kelly.  Mr.  Pemberton,  what  is  the  term  of  office  of  the  oil 
umpire  of  California? 

Mr.  Pemberton.  He  is  entirely  dependent  upon  the  good  will  of  the 
operators.  There  is  no  tenure  of  office.  I  have  been  umpire  for  7 
years,  but  I  could  be  fired  this  afternoon. 

Mr.  Kelly.  You  are  appointed  by  the  central  committee  yourself? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Kelly.  Who  comprises  your  central  committee? 
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Mr.  Pemberton.  They  comprise  28  chairmen  of  28  elected  commit- 
tees in  28  fields  or  districts ;  so  the  central  committee  is  as  true  a  repre- 
sentation of  the  oil  producers  as  is  Congress  a  representative  body  of 
the  people  of  the  United  States. 

Mr.  WoLVERTON.  Did  I  understand  you  to  say,  Mr.  Pemberton,  in 
answer  to  Mr.  Kelly's  question  that  you  could  be  fired  this  afternoon? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  Well,  I  assure  you  I  will  not  ask  you  any  ques- 
tions with  an  intention  to  get  such  a  result. 

Mr.  Pemberton.  Thank  you. 

Mr.  WoL\ERTON.  Of  course  that  leaves  the  responsibility  of  this  not 
to  me  but  to  any  answers  that  would  cause  that  result,  answers  given 
by  you. 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  When  witnesses  come  before  this  committee  to 
give  us  the  benefit  of  their  views  on  the  subject  before  us,  the  com- 
mittee gives  them  careful  attention  and  consideration,  because  it  is 
our  desire  to  get  all  the  information  that  is  possible  in  order  to  recom- 
mend to  Congress  what  should  be  the  policy  of  the  Federal  Govern- 
ment toward  oil  production.  It  is  very  disturbing  to  me,  as  one 
member  of  the  committee,  however,  to  see  an  individual  come  before 
us  who,  at  one  time,  with  all  sincerity,  gives  us  the  benefit  of  his 
opinion  and  advice,  and  then  comes,  at  a  later  period,  and  says,  "I 
was  all  wrong."  And  particularly  disturbing  is  the  thought  that  the 
previous  testimony  was  given  under  circumstances  that  did  not  reflect 
the  real  opinion  of  the  individual  but  was  influenced  by  the  conditions 
under  which  he  was  employed. 

Was  I  correct  in  taking  from  your  answers  to  Mr.  Cole,  when  he 
directed  your  attention  to  the  testimony  that  you  had  given  in  1934, 
that  the  opinion  you  then  expressed  was  due  to  the  circumstances  of 
your  employment  at  that  time? 

Mr.  Pemberton.  I  believe  I  was  greatly  influenced  by  the  cir- 
cumstances; yes. 

Mr.  Wolverton.  In  order  to  do  yourself  justice  and  at  the  same 
time  in  order  that  this  committee  may  properly  evaluate  your  testi- 
mony then  and  now,  will  you  just  give  in  a  little  more  detail  your 
reasons  in  saying  your  opinion  was  in  a  measure  influenced  by  the 
conditions  of  your  employment  at  that  time? 

Mr.  Pemberton.  Yes,  sir;  at  that  time  we  were  endeavoring  to  do 
exactly  what  we  are  now,  that  is,  we  were  endeavoring  to  keep  the 
industry  stabilized.  We  were  operating  under  the  Code  of  Fair  Com- 
petition in  the  Oil  Industry,  theoretically  a  law  which  was  presumably 
to  be  enforced,  but  it  was  not  being  enforced.  There  were  chiselers 
of  all  kinds  and  descriptions  that  were  violating  all  of  the  orders  issued 
by  the  Petroleum  Administrator. 

Mr.  Wolverton.  Mr.  Pemberton,  I  am  not  asking  for  information 
at  this  moment  with  reference  to  what  the  conditions  were  at  that 
time,  but  what  influenced  you  in  your  opinion  at  that  time  to  express 
an  opinion  that  apparently  was  different  from  what  you  thought  should 
have  been? 

Mr.  Pemberton.  Well,  I  was  endeavoring  to  enforce  the  curtail- 
ment and  I  needed  help;  that  was  my  job.  We  were — I  desired  to 
call  your  attention  to  the  failures.  Actually  your  hearings  here  con- 
cerned mostly  the  workings  of  the  N.  R.  A.  Code,  and  I  wanted  to 
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see  that  thing  work  because  it  was  the  only  thing  we  had  to  hang  our 
hats  on. 

Mr.  WoLVERTON.  Did  the  opinions  which  you  expressed  to  this 
committee  in  those  hearings  5  years  ago  represent  your  own  studied 
thought  and  dehberate  opinion? 

Mr.  Pemberton.  Yes,  sir, 

Mr.  WoLVERTON.  Then  those  opinions  were  your  own  and  not  of 
somebody  else? 

Mr.  Pemberton.  They  were  absolutely  my  own  then,  and  I  will 
say  that  the  opinion  that  I  gathered  to  myself  at  that  time  may  have 
been  and  certainly  was  influenced  by  the  conditions  with  which  I 
was  surrounded  and  found  myself  in,  of  course. 

Mr.  WoLVERTON.  Was  your  opinion  influenced  by  those  for  whom 
you  were  employed  at  that  time? 

Mr.  Pemberton.  No,  sir. 

Mr.  Wolverton.  Then  I  go  a  wrong  impression  entirely  from  your 
answer  to  Mr.  Cole's  question.  It  left  the  impression  with  me  that 
the  opinion  you  then  expressed  was  in  a  measure  due  to  the  circum- 
stances under  which  you  were  then  employed. 

Mr.  Pemberton.  That  is  what  I  mean;  yes,  sir.  If  my  verbiology 
did  not  reach  your  understanding — by  that  I  meant  the  activities  in 
which  I  found  myself,  not  in  any  sense  meaning  that  I  said  what  I 
said  because  I  was  directed  to  or  that  I  would  have  gotten  in  wrong 
with  the  central  committee  at  that  time.  We  were  all  in  the  same 
boat,  all  of  us  were. 

Mr.  Wolverton.  Then  the  opinion  you  expressed  at  that  time 
was  your  honest,  sincere,  studied  and  deliberate  opinion? 

Mr.  Pemberton.  Yes,  sir;  and  it  probably  represented  also  the 
opinion  of  a  large  number  of  the  central  committee  people  at  that  time 
too. 

Mr.  Wolverton.  At  that  time  you  said,  among  other  things,  I 
believe,  that  I  have  probably  as  much  information  relative  to  the 
producing  problem  of  the  industry  in  California  as  anyone  within  the 
State,  simply  because  in  the  administration  of  my  office  I  must 
accumulate  and  use  all  statistics  available  in  the  industry,  and  so 
forth.  In  other  words,  you  represented  yourself  to  the  committee 
as  being  probably  the  most  outstanding  individual  to  express  an 
opinion  on  this  subject  in  the  Stat«  of  California. 

Mr.  Pemberton.  That  is  correct. 

Mr.  W^olverton.  Are  you  still  in  a  position  where  you  can  speak 
as  authoritatively  as  you  did  at  that  time? 

Mr.  Pemberton.  Concerning  those  sort  of  things;  yes,  sir.  The 
whole  subject  at  that  time  was  the  degree  of  compliance  with  recom- 
mended quotas  of  production.  It  was  a  proration  program  entirely 
at  that  time;  it  had  nothing  to  do  with  anything  else. 

Mr.  Wolverton.  Were  you  expressing  an  opinion  of  your  own  at 
that  time  or  the  opinion  of  someone  by  whom  you  wer  employed? 

Mr.  Pemberton.  I  do  not  know.     I  did  not  ask  them. 

Mr.  Wolverton.  When  you  expressed  your  opinion  to  this  com- 
mittee then  you  did  not  kno  what  the  opinion  of  the  producers  wasp 
by  whom  you  were  employed? 

Mr.  Pemberton.  I  did  not — that  is,  all  of  them.  I  knew  the 
opinions  of  a  great  many  of  them. 
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Mr.  WoLVERTON.  Did  you  give  us  an  opinion  which  you  were  not 
certain  was  substantiated  by  the  industry  itself? 

Mr.  Pemberton.  No;  I  gave  you  my  own  opinion. 

Mr.  WoLVERTON.  Without  regard  to  what  the  opinion  of  the 
industry  was? 

Mr.  Pemberton.  That  is  correct. 

Mr.  WoLVERTON.  Was  the  opinion  of  the  industry  at  that  time 
any  different  than  your  own  opinion? 

Mr.  Pemberton.  I  beheve  that  the  probabihties  undoubtedly 
were  that  the  opinion  would  have  been  divided,  that  there  were  a 
great  many  that  were  heartily  in  favor  of  the  code,  and  others  were 
strongly  opposed  to  it.     I  never  made  a  canvass  of  them  at  all. 

Mr.  W^olverton.  In  that  testimony  you  made  the  following 
statement,  and  I  am  now  quoting  [reading] : 

The  absence  of  petroleum  regulation  you  can  see  allows  the  bear  refiner  to 
operate;  allows  the  individual  who  believes  in  the  survival  of  the  fittest  to  operate; 
allows  the  individual  who  would  like  to  get  special  privileges  under  the  guise  of 
voluntarily  cooperating  with  the  fellows  to  not  do  his  share,  and  therefore  some 
phase  of  regulation  of  production  must  occur  and  always  will  occur.  And  after 
listening  to  all  of  the  addresses  that  have  been  given  by  you  gentlemen,  yester- 
day and  today,  and  reading  some  of  the  transcript  of  the  hearing,  we  have  found 
that  of  course  there  is  a  great  deal  of  comment  to  be  made  by  the  parties  concerned 
as  to  the  advisability  in  knocking  the  Thomas-Disney  bill,  the  Federal  bill,  the 
new  one,  the  interstate  compact,  and  State  regulation  and  voluntary  regulation, 
almost  in  any  manner,  shape  or  form,  out.  I  cannot  give  you  a  legal  opinion  at 
all,  but  can  give  you  the  opinion  I  have,  because  everyone  must  have  some 
opinion  for  what  it  is  worth,  and  my  opinion,  I  assure  you,  is  my  own  and  not 
caused  by  the  conduct  or  comment  of  any  of  the  producers  in  California  that  I 
work  for.  It  is  solely  my  own  personal  opinion  and  it  is  this:  that  the  Federal 
Government  should  cause,  by  whatever  means  it  has  at  its  disposal,  to  be  made 
an  interstate  compact,  and  the  Federal  Government  should  be  the  one  to  allo- 
cate to  each  State  its  quota  of  oil.  The  Federal  Government  should  cause  each 
State  to  regulate  the  production  within  a  State  or  tell  them  that  if  they  do  not 
do  so  the  Federal  Government  will  have  to  so  regulate  production. 

Is  that  your  opinion  today? 

Mr.  Pemberton.  It  is  not. 

Air.  Wolverton.  What  has  changed  your  opinion? 

Mr.  Pemberton.  As  I  explained  before  that  opinion  was  caused 

Mr.  Wolverton.  I  have  not  heard  you  give  any  explanation.  I 
have  heard  you  give  some  facetious  reply  to  Mr.  Cole's  question,  but 
what  causes  your  opinion  in  a  statement  such  as  you  made  at  that 
time 

Mr.  Pemberton.  You  will  have  to  consider  that  the  statement  I 
made  at  that  time  was  caused  by  my  fervor  and  enthusiasm  over  the 
regulation  of  this  industry  which  was  in  quite  a  jam,  and  I  was  inter- 
ested as  I  am  in  whatever  work  I  am  doing  in  seeing  that  accomplished. 
To  that  extent  I  said  the  circumstances  under  which  I  was  living  at 
that  time  caused  me  to  make  that  kind  of  a  statement,  that  since 
that  time  I  have  changed  my  mind,  very  much  so,  because  I  am  not 
at  all  convinced  that  Federal  control  of  an  industry  such  as  the  oil 
industry  can  be  accomplished  as  well  as  the  States  doing  it  themselves. 

Mr.  Wolverton.  How  much  credibility  or  importance  can  be 
attached  to  the  opinion  of  an  individual  who  sets  himself  up  as  being 
the  outstanding  spokesman  for  the  oil  industry  in  the  State  and  gives  a 
plain,  deliberate  expression  of  opinion  as  that  is  and  tjien  comes  be- 
fore us  today  and  says  in  effect — don't  pay  any  attention  to  what  I 
said  5  years  ago.     I  am  all  wrong,  because  I  had  too  much  fervor  for 
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the  New  Deal  administration.  Is  there  anything  in  what  I  have  read 
of  your  previous  testimony  to  indicate  your  opinion  was  based  on  your 
fervor  for  the  New  Deal  administration  or  any  other  political  set-up? 

Mr.  Pemberton.  There  is  nothing  in  the  statement;  no. 

Mr.  WoLVERTON.  Then  you  did  not  state  to  the  committee  your 
own  judgment.  It  was  a  judgment  that  was  formed  by  a  fervor  that 
led  you  astray,  is  that  correct. 

Mr.  Pemberton.  Very  likely;  yes. 

Mr.  WoLVERTON.  Can  your  prejudice  lead  you  astray  now? 

Mr.  Pemberton.  It  may.  Maybe  5  years  from  now  I  might  say  I 
wish  I  had  said  something  today  I  haven't  said.  I  conceive  no  man  is 
bound  not  to  change  his  opinion  about  tilings. 

Mr.  WoLVERTON.  How  often  do  you  change  your  opinion  by  what 
has  happened,  or  if  I  may  put  it  another  way,  what  has  happened  in 
the  oil  industry  in  particular  that  causes  you  to  change  your  opinion 
as  you  expressed  it  to  this  committee  5  years  ago? 

Mr.  Pemberton.  Principally  because  the  interstate  oil  compact 
which  was  suggested  there  has  been  formed  and  has  been  functioning. 
There  have  been  many  States  which  have  passed  laws  since  that  time 
and  do  a  good  job  in  their  own  State,  and  we  out  here  are  now  and 
have  been  for  the  past  7  or  8  months  doing  a  better  job  than  we  did 
at  that  time  under  the  N.  R.  A. 

Mr.  WoLVERTON.  You  speak  in  your  statement  to  this  committee 
of  the  basic  condition.  If  I  had  the  time  to  read  through  all  the 
pages  of  your  testimony  you  would  understand  the  force  of  what  I 
am  saying.  The  statement  to  which  I  directed  your  attention  was 
your  own  expression  to  this  committee  after  having  read  pages  of 
matter  on  the  conditions,  the  various  conditions  that  prevailed  in  the 
production  of  oil  at  that  time,  and  you  said: 

My  opinion,  and  it  is  my  own  personal  opinion,  is  that  the  Federal  Government 
should  cause  by  whatever  means  it  has  at  its  disposal. 

and  so  forth. 

Mr.  Pemberton.  They  have  done  that. 

Mr.  WoLVERTON.  The  Federal  Government  should  cause  each 
State  to  regulate  the  production  within  a  State,  or  if  they  did  not  do  so 
that  the  Federal  Government  will  have  to  so  regulate  production. 
Now  what  has  there  been  that  has  changed  your  fervor  to  such  an 
extent  that  you  would  change  your  opinion  on  a  basic  matter  like  that? 

Mr.  Pemberton.  Fundamentally  it  has  been  the  numerous  con- 
ditions in  the  industry  itself.  Many  of  the  conditions  you  read  from 
my  statement  do  not  exist  now.  We  have  different  conditions 
altogether.  You  talk  about  the  bear  refiner  there.  They  are  practi- 
cally extinct  in  California. 

Mr.  Wolverton.  You  still  believe  there  should  be  a  quota  for  each 
State? 

Mr,  Pemberton.  Yes, 

Mr,  Wolverton.  Who  should  fix  that  quota? 

Mr.  Pemberton.  Just  as  it  is  now,  by  the  Federal  Government. 

Mr,  Wolverton.  Should  it  be  done  by  law  that  would  compel 
States  to  accept  it,  or  should  it  be  done  in  the  way  it  is  done  when 
the  Government  offers  their  advice,  and  it  is  up  to  the  States  to  follow 
it? 
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Mr.  Pemberton.  That  is  the  best  way,  to  expect  that  degree  of 
cooperation  between  the  States  and  the  Federal  Government.  I 
beUeve  the  recommendations  of  the  Bureau  of  Mines  are  recognized 
by  everybody. 

Mr.  WoLVERTON.  Then  you  do  not  beUeve  that  the  Federal  Gov- 
ernment should  cause  each  State  to  set  its  figures? 

Mr.  Pemberton.  I  do  not  now. 

Mr.  WoLVERTON.  What  would  be  your  remedy  in  the  event  that 
the  State  did  not  accept  the  figures  fixed  by  the  Bureau  of  Mines  for 
total  demand? 

Mr.  Pemberton.  When  changing  conditions  occur,  they  can  con- 
sider the  whole  thing  again.  In  other  words,  if  we  were  going  on 
now,  we  will  say,  and  the  States  were  following  in  every  way  the 
recommendation  of  the  United  States  Bureau  of  Mines,  and  there 
was  an  intense  competition  between  the  various  States  for  whatever 
business  there  existed  in  the  world,  and  there  was  disorder  and  lack 
of  stabilization  not  only  within  one  State  but  between  States,  then  I 
think  that  the  law  at  that  time  would  be  advisable  to,  in  some  way, 
restrict  the  production  of  the  States. 

Mr.  WoLVERTON.  You  believe  in  a  control  whereby  supply  will 
have  relation  to  demand? 

Mr.  Pemberton.  Yes. 

Mr.  WoLVERTON.  You  believe  that  the  Federal  Government  should 
give  those  figures  to  the  different  States? 

Mr.  Pemberton.  Their  recommendation. 

Mr.  Wolverton.  Notwithstanding  your  opinion  5  years  ago, 
you  now  believe  that  the  States  should  be  permitted  to  accept  or  not 
accept  the  Bureau  of  Mines'  figures  as  they  see  fit? 

Mr.  Pemberton.  I  believe  it  would  be  wrong  to  pass  a  law  making 
it  mandatory  that  each  State  restrict  production  to  a  figure  sent  out 
by  the  Bureau  in  Washington. 

Mr.  Wolverton.  You  feel  that  they  should  do  it,  don't  you? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  And  you  are  doing  it  in  California? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  But  you  object  to  anybody  telling  you  that  you 
should  do  it? 

Mr.  Pemberton.  That  is  right. 

Mr.  Wolverton.  In  other  words,  you  reserve  the  right  to  do  it  as 
long  as  it  suits  you,  and  you  change  when  it  does  not  suit  you? 

Mr.  Pemberton.  That  is  right. 

Mr.  Wolverton.  Now,  what  is  the  situation  that  has  caused  you 
to  change  your  opinion  with  respect  to  that,  because  five  years  ago 
you  did  not  have  that  kind  of  an  opinion? 

Mr.  Pemberton.  My  change  of  opinion  is  due  entirely  to  changed 
conditions.  We  have  such  a  high  degree  of  cooperation  now,  not 
only  between  the  producers  of  oil  in  tliis  State,  which  you  cannot 
help  but  admit  must  exist,  that  we  do  run  the  oil  business  in  California 
in  such  fashion  as  we  have  with  no  coercion  of  any  kind  or  power,  and 
it  also  exists  between  our  State  and  others;  there  is  no  competition 
between  our  State  and  Texas,  and  right  now  there  is  no  competition 
between  Texas  and  Oklahoma  and  Illinois.  The  industry,  as  a  whole, 
is  stabilized. 
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Mr.  WoLVERTON.  In  your  opinion  expressed  5  years  ago  you  say 
that  the  Federal  Government  should  give  those  figures  to  the  States, 
and  you  were  so  anxious  to  have  Government  figures  made  efl^ective 
in  the  several  States  at  that  time  that  you  said  if  the  State  is  not 
willing  to  accept  it,  the  Federal  Government  should  have  power  to 
enforce  it. 

Mr.  Pemberton.  That  is  correct. 

Mr.  WoLVERTON.  Now  you  say  because  the  States  do  accept  it, 
therefore  there  should  not  be  any  Federal  control.  Suppose  the  situa- 
tion fails  so  that  some  accept  and  some  do  not  accept? 

Mr.  Pemberton.  I  don't  Ivnow  what  my  opinion  will  be  when 
conditions  change. 

Mr.  WoLVERTON.  Well,  the  principle  would  be  the  same;  you  have 
not  changed  in  your  allegiance  to  the  thought  that  the  Government 
should  fix  the  figures;  you  state  you  accept  them;  you  have  not 
changed  in  that,  have  you? 

Mr.  Pemberton.  I  consider  that  the  United  States  Bureau  of 
Mines  by  its  own  showing  has  made  for  years  an  extremely  accurate, 
dependable  forecast  by  States.  The  States  have  the  good  sense  to 
recognize  that;  they  have  been  following  it,  and  it  is  a  fine  thing  and 
I  think  it  is  entirely  different.  It  is  a  great  deal  like  our  voluntary 
curtailment  here,  but  what  it  would  be  were  I  to  be  suddenly  endowed 
with  some  miraculous  power  to  force  a  producer  to  produce  a  certain 
number  of  barrels,  like  out  of  this  uniform  formula,  he  would  not  like 
that;  he  would  want  to  have  a  hand  in  that.  Mind  you,  this  oil 
business  is  not  static  and  constant.  It  is  shifting  and  changing  all 
the  time.  Everything  changes.  We  have  a  new  field  one  day  and 
do  not  have  it  the  next  day,  new  States  are  springing  up  with  pro- 
ducing wells,  and  so  forth. 

Mr.  WoLVERTON.  If  it  is  not  static,  and  changing  from  time  to 
time  as  you  say,  then  does  not  that  create  the  necessity  for  some 
Federal  or  State  legislation  that  would  make  certain  and  secure  this 
worth-while  principle  you  advocated  5  3'-ears  ago  and  which  you  still 
believe  in,  that  the  Bureau  of  Mines  should  give  the  figures  and  that 
the  States  should  accept  them? 

Mr.  Pemberton.  I  do  not  see  any  necessity  for  doing  anything 
until  it  is  necessary.     There  is  no  necessity  now  for  anything  like  that. 

Mr.  WoLVERTON.  But  you  have  not  changed  in  your  allegiance  to 
the  idea  that  it  is  advisable  for  the  Federal  Government  to  give  the 
figures  to  the  several  oil-producing  States? 

Mr.  Pemberton.  Yes,  sir;  because  they  cannot  do  it  themselves. 

Mr.  WoLVERTON.  Nor  has  your  opinion  changed  with  respect  to 
the  advisability  of  the  State  accepting  those  figures? 

Mr.  Pemberton.  I  believe  that  is  correct;  yes,  sir, 

Mr.  Wolverton.  But  you  do  object  to  the  State  being  told  by 
the  Federal  Government  to  do  what  you  admit  it  should  do? 

Mr.  Pemberton.  Yes,  sir;  that  is  correct. 

Mr.  Wolverton.  It  woidd  seem  to  me  if  the  principle  for  which 
you  stand  is  worth  anything  at  all,  then  it  is  worth  having  the  strength 
that  would  be  given  to  it  by  legal  enactment  of  a  Federal  statute. 

Mr.  Pemberton.  I  elected  today  to  wear  a  brown  necktie,  but  I 
do  not  want  the  Federal  Government  to  tell  me  that  I  have  got  to 
wear  a  brown  necktie  today — there  is  a  little  bit  of  difference  there. 

Mr.  Wolverton.  Well,  I  will  think  that  out.     [Laughter.] 
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Now,  let  me  read  a  little  further  from  your  opinion  expressed  at 
that  time  (reading): 

I  have  heard  a  great  deal  about  the  treading  on  States'  rights  by  the  Federal 
Government.  It  seems  to  me  that  the  Federal  Government  treads  on  the  rights 
of  the  non-oil-producing-States  when  it  does  not  do  all  in  its  power  to  conserve 
and  regulate  the  petroleum  industry  in  the  oil-producing  States  for  the  benefit 
of  all  States.     I  think  you  have  to  look  at  both  classes  of  States. 

I  was  pleased  to  hear  you  say  that  5  years  ago.  Are  you  still  of 
that  opinion? 

Mr.  Pemberton.  No;  I  have  become  a  more  hardened  supporter 
of  States'  rights  than  I  was  before,  and  I  will  tell  you  why — only 
because  of  education.  Prior  to  that  time  I  had  at  one  time  made  a 
statement  to  some  of  the  fellows  in  a  room,  we  were  talking  about 
things,  and  I  said,  "What  good  is  a  State,  anyway?  I  do  not  think 
we  should  even  have  a  State.  We  ought  to  have  cities  and  a  Federal 
Government."  I  said,  "Wliat  does  the  State  do  for  me?" — I  was 
ignorant  at  that  time.     [Laughter.] 

Mr.  WoLVERTON.  Then  you  are  not  now  of  the  same  opinion  as 
when  you  testified  before  the  committee,  with  respect  to  the  testimony 
I  have  read  from  the  transcript?  I  do  not  assume  that  the  incident 
to  which  you  referred  has  any  direct  relationship  to  your  testimony 
with  reference  to  oil 

Mr.  Pemberton.  Well,  it  has  a  great  deal. 

Mr.  WoLVERTON.  Do  you  have  still  a  concern  for  the  non-oil- 
producing  States  to  the  extent  that  the  Federal  Government  should 
put  forward  its  best  efforts  to  conserve  and  regulate  the  petroleum 
industry  in  the  oil-producing  States  for  the  benefit  of  all  of  the  States? 

Mr.  Pemberton.  No;  I  do  not  have  that  opinion. 

Mr.  WoLVERTON.  So,  then,  are  we  in  the  non-oil-producing  States 
to  lose  the  benefit  of  your  help? 

Mr.  Pemberton.  Well,  I  have  not  heard  anybody  squawk  from 
any  of  the  nonproducing  States,  that  they  are  being  gypped,  or  in 
any  manner  prejudiced,  or  that  anything  is  being  put  over  on  those 
States.  And  I  think  that  it  will  be  time  enough  for  you  to  consider 
the  whole  subject  when  there  is  a  squawk  from  the  non-oil-producing 
States. 

Mr.  WoLVERTON.  Did  you  hear  any  squawks  at  the  time  you 
expressed  that  opinion? 

Mr.  Pemberton.  No;  I  did  not. 

Mr.  WoLVERTON.  But  you  expressed  an  opinion  then  in  favor  of 
the  non-oil-producing  States  without  having  heard  any  squawks  from 
them.  Now  why  have  you  changed  that  opinion,  if  you  have  not 
had  any  squawks? 

Mr.  Pemberton.  The  statement  made  at  that  time  was  made 
because  of  an  ignorant  conception  of  what  were  States'  rights. 
[Laughter.] 

Mr.  Wolverton.  In  other  words,  you  are  now  domg  the  squawking 
instead  of  listening  to  the  squawkers? 

Air.  Pemberton.  Perhaps  that  is  right. 

Mr.  Cole.  Gentlemen,  we  have  an  engagement  with  a  group  for 
lunch  as  guests  of  your  chamber  of  commerce.  I  assume  that  we 
will  be  gone  for  an  hour  and  a  half  or  two  hours.  We  will  recess  at 
this  point  until  2  o'clock — and  resume  with  Mr.  Pemberton. 

(Whereupon  an  adjournment  was  taken  until  2  p.  m.  of  this  day.) 
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AFTERNOON  SESSION 

Mr.  Cole.  All  right,  gentlemen,  the  committee  will  come  to  order. 
Mr.  Pemberton,  will  you  resume  the  stand,  please. 

Mr.  Pemberton.  Wliy,  Mr.  Chairman,  Mr.  L.  P.  St.  Clair  is  with  us. 

Mr.  Cole.  Let  us  conclude  your  testimony  first. 

Mr,  Pemberton.  Oh,  excuse  me.     Very  well. 

Mr.  Cole.  Mr.  Wolverton. 

Mr.  Wolverton.  Was  your  opinion  m  1934  that  there  should  be 
Federal  control  in  any  way  based  upon  the  fact  that  the  Federal 
Government  has  a  considerable  interest  in  oil  production  lands  in  the 
State  of  California? 

Mr.  Pemberton.  I  believe  that  a  part  of  my  statement  referred 
to  the  fact  that  the  United  States  Government  was  a  considerable 
royalty  owner  in  the  production  in  the  State  and  therefore  was  vitally 
interested  in  the  stabilization  of  that  industry. 

Mr.  Wolverton.  Do  you  think  because  of  their  holdings  the  Fed- 
eral Government  should  have  some  say  with  respect  to  allotment? 

Mr.  Pemberton.  No;  I  believe  not,  other  than  that  exercised  now 
as  lessor. 

Mr.  Wolverton.  Is  the  Government  a  member  of  your  central 
committee? 

Mr.  Pemberton.  No,  sir. 

Mr.  Wolverton.  Does  it  have  any  representative  on  it? 

Mr.  Pemberton.  No,  sir. 

Mr.  Wolverton.  Is  there  any  individual  owner  that  has  as  much 
interest  iii  California  oil  as  the  Federal  Government? 

Mr.  Pemberton.  Yes;  I  think  so. 

Mr.  Wolverton.  How  would  it  compare  to  the  Government 
holdings? 

Mr.  Pemberton.  I  believe  there  are  many  companies  in  California 
of  which  the  ownership  is  largely  in  the  hards  of  one  man,  wherein  the 
production  of  that  company's  oil  is  vastly  greater  than  the  Govera- 
ment's  royalty  share. 

Mr.  Wolverton.  Wliat  is  your  estimate  as  to  the  amount  of 
Federal-owned  oil  lands  in  the  State  of  California? 

Mr.  Pemberton.  As  to  acreage,  I  cannot  tell  you.  I  saw  some 
figures  the  other  day  which  may  or  may  not  be  correct,  probably  are 
reasonably  so,  to  the  effect  that  the  potential  of  the  wells  now  pro- 
ducing from  federally  owned  lands  were  approximately  30  percent 
of  the  potential  of  the  State. 

Mr.  Wolverton.  In  other  words,  the  Government  has  an  interest 
in   about  one-third? 

Mr.  Pemberton.  Of  the  current  potential,  not  the  allotment. 

Mr.  Wolverton.  Do  you  think  that  the  holding  of  a  one-third 
interest  in  the  potential  is  sufficient  to  give  the  Federal  Government 
a  right  to  either  representation  on  the  central  committee  or  the  right 
by  legislation  or  otherwise  to  have  some  say  as  to  what  should  be  the 
plan  of  recovery  in  California — I  am  speaking  of  recovery  of  oil? 

Air.  Pemberton.  It  would  not,  based  upon  the  make-up  of  the 
central  committee.  The  central  committee  consists  exclusively  of 
producers  and  not  landowners.  I  believe,  however,  that  the  central 
committee  would  welcome  the  representation  of  the  Government  on 
its  committee  as  a  landowner  and  an  interested  party  to  the  pro- 
duction of  oil. 
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Mr.  WoLVERTON.  Has  such  an  invitation  ever  been  extended? 

Mr.  Pemberton.  I  believe  not. 

Mr.  WoLVERTON.  Has  there  been  a  reason  why  you  have  not 
extended  such  an  invitation? 

Mr.  Pemberton.  I  beUeve  not.  Representatives  of  the  Govern- 
ment are  invited  to  attend  the  meetings,  and  have  frequently  done  so. 

Mr.  WoLVERTON.  I  would  like  to  bring  to  your  attention  a  portion 
of  your  testimony  as  given  5  years  ago,  reading  from  the  record 
[reading]: 

Mr.  Pemberton.  I  want  to  make  a  statement  about  the  relationship  of  the 
Federal  Government  and  the  oil  reserves  in  California  to  the  industry  in  California. 

Mr.  Cole.  All  right. 

Mr.  Pemberton.  The  oil  being  produced  in  California  apparently  is  produce  i 
for  the  greater  i)art  from  Federal-owned  lands.  Aljout  9  percent  of  the  production 
comes  from  the  land  owned  by  the  Federal  Government.  It  is  estimated  and  I 
agree  with  the  estimate,  that  one-third  of  the  oil  within  the  State  of  California  is 
from  federally  owned  oil  lands — one-third.  The  royalty  interests  therefor  to  the 
Federal  Government  and  the  royalty  owned  by  it  is  about  4,700  barrels  per  day. 
I  therefore  feel  that  the  Federal  Government  has  more  interest  in  the  oil  in- 
dustry than  any  other  party  from  the  selfish  standpoint  of  receiving  income. 

Has  your  opinion  changed  in  that  respect? 

Mr.  Pemberton.  Yes,  sir.  It  would  have  to.  Conditions  today 
are  not  like  that.  Certainly  the  known  reserves  of  oil  in  California 
now  have  not  been  increased  at  all,  in  my  opinion  on  any  Federal 
lands,  whereas  the  bulk  of  all  of  the  new  discoveries  have  been  exclu- 
sively on  private  land. 

Mr.  WoLVERTON.  To  what  extent  has  that  changed  the  ratio  or 
the  interest  of  the  Government? 

Mr.  Pemberton.  Well,  it  has  lessened  it. 

Mr.  Wolverton.  To  what  extent? 

Mr.  Pemberton.  I  cannot  say  offhand  just  what  the  relative 
figures  would  be.  I  would  estimate  it,  probably  at  one-half  of  what 
it  was  at  that  time,  from  the  point  of  view  of  production  and  reserves. 

Mr.  Wolverton.  Then  your  opinion  has  changed  because  of  the 
reduction  in  the  ratio? 

Mr.  Pemberton.  That  would  be  one  of  the  reasons  affecting  my 
opinion . 

Mr.  Wolverton.  W^iat  other  reasons  do  you  have? 

Mr.  Pemberton.  The  principal  reason  being  that  by  no  stretch  of 
imagination  could  a  more  fair  system  of  allocation  of  production  be 
instituted  in  the  State  under  the  voluntary  program,  and  the  Govern- 
ment is  adequately  protected  now  and  needs  no  advice  in  the  alloca- 
tion of  production,  nor  have  I  heard  any  opposition  from  it. 

Mr.  Wolverton.  The  opinion  that  you  expressed  in  1934  does  not 
seem  to  have  been  based  on  the  fact  that  there  was  adequate  or  inade- 
quate control  of  allotment.  It  seems  to  have  been  based  entirely  upon 
the  interest  of  the  Government.  Now,  was  your  opinion  in  1934  in 
any  way  based  on  the  element  that  you  have  just  mentioned? 

Mr.  Pemberton.  No,  sir. 

Mr.  Wolverton.  And  it  was  entirely  upon  the  basis  of  the  large 
interests  that  the  Federal  Government  had  at  that  time? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  Do  you  judge  from  the  standpoint  of  percentage 
orj^take  mto  consideration  the  national  interest  from  the  standpoint  of 
national  defense  or  any  other  consideration  of  national  interest? 

Mr.  Pemberton.  At  that  time  I  took  into  consideration  only  the 
percentage  interest.     I  was  not  thmking  of  the  national-defense  idea. 
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Mr.  WoLVERTON.  Speaking  of  it  from  the  present  and,  having  in 
mind  the  conditions  that  prevail  throughout  the  worhl,  do  you  think 
the  national  interest  with  respect  to  national  defense  should  be  a  part 
of  your  consideration  before  expressing  an  opinion? 
Mr.  Pemberton.  Yes,   sir. 
Mr.  WoLVERTON.  To  what  extent? 

Mr.  Pemberton.  My  opinion  now  is  that  the  national  interest 
from  the  point  of  view  of  national  defense  is  adequately  cared  for  by 
the  manner  in  which  the  industry  conducts  itself.  There  can  be  no 
criticism  of  the  manner  of  production  of  oil,  in  my  opinion.  No  aid 
from  the  Government  could  improve  the  situation  a  bit,  not  a  bit. 

Mr.  WoLVERTON.  Is  it  your  opinion  then  that  national  interest 
should  be  dependent  on  the  good  faith  of  the  central  committee  with- 
out any  protection  by  legislation? 

Mr.  Pemberton.  Well,  Mr.  Wolverton,  certainly  the  Government 
has  all  the  legal  protection  that  can  possibly  exist.  It  is  the  owner  of 
its  own  lands.  It  can  certainly  control  production  from  its  own  lands. 
As  a  matter  of  fact  there  is  some  little  disagreement  between  industry 
in  California  and  I  believe  the  Secretary  of  the  Interior  Mr.  Ickes, 
who  is  now  suing  some  operators  for  some  $6,000,000  because  he  assert 
the  price  of  oil  is  too  low  in  California,  it  should  be  a  higher  price  here 
but  he  has  not  protested  against  anything  else,  however. 

Mr.  Wolverton.  Does  the  Government  participate  in  the  action 
of  the  central  committee  to  the  extent  of  accepting  the  allotment  or 
does  it  run  on  its  own  allotment? 

Mr.  Pemberton.  No,  sir;  the  representatives  of  the  Government 
have  not  formally,  to  my  knowledge,  accepted  the  manner  of  allotment 
now  being  carried  on  by  the  central  committee.  However,  in  the  past, 
representatives  of  the  Government  in  California,  watching  the 
production  of  oil  from  public  lands,  have  many  times  in  the  past 
pointedly  told  me  that  the  allotment  was  not  correct  on  their  lands 
and  they  tell  the  operators  how  much  they  could  produce  so  that  they 
are  watching  the  situation. 

Mr.  Wolverton.  At  the  present  time  does  the  central  committee 
fix  an  allotment  for  Federal-owned  lands? 

Mr.  Pemberton.  It  does  for  the  wells  on  Federal-owned  lands; 
yes,  sir. 

Mr.  Wolverton.  Does  the  lessee  respect  that  allotment? 

Mr.  Pemberton.  In  some  cases  they  do  and  in  some  they  do  not. 

Mr.  Wolverton.  What  happens  when  they  do  not? 

Mr.  Pemberton.  Nothing  happens. 

Mr.  Wolverton.  Doesn't  that  dislocate  your  efforts  to  have 
supply  and  demand  balance? 

Mr.  Pemberton.  No,  sir;  it  does  not,  because  the  operator  who 
happens  to  produce  more  than  his  allotment  which  he  might  have  for 
wells  on  Government-owned  land  reduces  his  allotment  on  some 
other  wells  elsewhere  to  make  up  for  it. 

Mr.  Wolverton.  Do  you  think  there  should  be  any  legislation 
under  which  there  would  be  an  equitable  allotment  that  would  be 
equally  applicable  to  the  Federal-owTied  land  as  to  the  privately 
owned  land? 

Mr.  Pemberton.  I  see  no  need  of  it.  As  I  said  this  morning,  the 
Government,  it  seems  to  me,  has  the  authority  to  either  reduce  or 
increase  production  from  weUs  on  its  own  land. 
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Mr.  WoLVERTON.  Do  you  know  to  whom  oil  is  sold  that  is  produced 
on  the  Federal-owned  lands? 

Mr.  Pemberton.  Yes,  sir;  I  have  a  record  in  my  office  of  the  pur- 
chasers of  oil  from  all  the  wells  and  the  leases  in  the  State.  To  what 
extent  some  of  that  oil  is  transferred  through  the  pipe  lines  for  the 
account  of  another  purchaser,  I  may  not  have  the  information,  but 
aside  from  that,  I  am  able  to  tell  you  who  purchases  any  oil  produced 
from  any  well  in  the  State. 

Mr.  WoLVERTON.  You  casually  made  a  reference  to  pipe  lines,  and 
that  casual  reference  reminds  me  of  my  desire  to  gain  some  information 
with  resp?ct  to  the  pipe-line  situation  in  California;  so  if  I  overlook 
it,  I  hope  it  will  remain  in  your  mind  that  I  do  wish  to  ask  you  ques- 
tions concerning  it. 

Mr.  Pemberton.  Yes,  sir. 

Mr.  WoLVERTON.  Has  the  question  ever  been  raised  by  the  Federal 
Government  as  to  what  should  be  the  policy  with  respect  to  production 
of  oil  from  the  Federal-owned  land  in  its  relationship  to  national 
defense? 

Mr.  Pemberton.  I  cannot  answer  that  very  pointedly,  other  than 
to  say  that  the  United  States  Navy  has  taken  some  interest  in  that 
question. 

Mr.  WoLVERTON.  To  what  extent  and  in  what  way? 

Mr.  Pemberton.  Well,  the  first  instance  would  be — I  believe  at  the 
instance  of  the  Navy  the  last  Congress  passed  some  legislation,  a  bill 
calling  for  the  acquisition  by  the  Government  of  all  of  the  presently 
producing  properties  in  the  Elk  Hills,  for  the  purpose  of  converting 
them  into  a  naval  reserve  from  which  no  production  would  be  currently 
taken.  And,  second,  activity  on  the  part  of  the  Navy  in  causing  to  be 
consummated  in  the  Buena  Vista  HOls,  another  one  of  the  naval 
reserves,  a  plan  for  the  future  development  of  reserves  in  that  field. 
All  of  which  is  designed  for  the  purpose  of  stopping  the  production  of 
oil  from  those  lands  and  keeping  it  for  some  future  use.  Except  as  to 
the  extent  of  those  two  instances,  I  am  unaware  of  any  other  activity 
on  the  part  of  the  Government. 

Mr.  WoLVERTON.  What  would  be  your  objection  to  Federal  legisla- 
tion that  would  have  as  its  basis  a  program  of  oil  production  wherein 
national  defense  would  be  the  underlying  thought? 

Mr.  Pemberton.  Well,  in  the  first  place,  oil  as  it  comes  from  the 
ground  in  its  crude  state  is  not  used  by  the  Government  for  national 
defense.  It  has  to  be  refined  to  certain  very  definite  specifications, 
and  has  to  be  transported  and  kept  in  storage  for  the  disposition  of  the 
Government.  To  the  extent  that  the  policy  of  the  Government  to 
future  reserves  is  concerned,  it  seems  to  me  that  the  interest  in  the 
industry  is  equally  tied  in  with  the  interest  of  the  Government,  and 
the  industry,  in  its  own  way  of  producing  the  maximum  amount  of 
oil  that  it  can  from  any  and  all  of  its  wells,  and  its  own  knowledge  and 
technique  in  handling  oil  and  refining  it,  and  its  own  knowledge  as 
to  the  proration  of  oil,  is  sufficient  to  guarantee  to  the  Government 
adequate  protection  as  long  as  there  is  any  oil  left  in  the  country,  and 
also  that  the  industry  has  always  given  the  Government  first  choice 
and  the  lowest  prices  at  all  times. 

Mr.  Wolverton.  I  am  not  asking  your  opinion  from  the  standpoint 
of  the  immediate  time,  but  I  am  asking  if  from  the  standpoint  of  an 
uncertain  time  in  the  future,  whether  the  reserves  would  be  sufficient 
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for  proper  national  defense.  The  answer  to  that  question  seems  to  me 
to  depend  somewhat  on  what  your  opinion  is  as  to  the  known  reserves. 
Some  have  expressed  the  opinion  and,  gave  it  as  a  fact,  that  the  known 
reserves  woukl  give  a  supply  for  50  years.  Mr.  Harry  Sinclair,  if  I 
remember  correctly,  testified  in  Los  Angeles  5  years  ago  that  in  his 
opmion  there  was  enough  oil  in  reserve  to  supply  our  needs  for  100  to 
500  years.  Which  estimate  is  right,  I  do  not  know,  but  certainly  the 
importance  of  having  a  proper  reserve  for  national  defense  depends 
largely  on  your  opinion  with  respect  to  what  the  known  recoverable 
reserve  is  at  the  present  time.  Now,  what  is  the  situation,  so  far  as 
you  know,  from  that  standpoint,  that  would  make  Federal  legislation 
either  necessary  or  desirable? 

Mr.  Pemberton.  Well  in  the  first  place  there  could  be  hardly  any 
question  about  the  fact  we  have  over  3,000,000,000  barrels  of  oil  in 
sight  from  existhig  wells  or  wells  being  drilled  and  to  be  produced 
under  known  and  presently  used  methods.  I  then  say  that  through 
the  function  of  secondary  methods  of  recovery  that  at  least  as  much 
oil  can  be  obtained  from  the  old  fields  as  have  been  produced,  which 
is  5,000,000,000  barrels  of  oil  which  would  make  8,000,000,000  barrels 
of  oil.  I  then  believe  the  Government  alone  in  the  Elk  Hills,  through 
the  fact  only  a  small  part  of  that  field  has  been  drilled,  certainly  as  to 
depth,  as  there  has  been  no  attempt  to  drill  in  the  Elk  Hills,  to  drill 
to  the  deep  horizons  which  are  right  alongside  the  Elk  Hills  and 
should  exist  there.  The  field  of  the  Elk  Hills  with  the  potentials  and 
indications  in  sight,  right  within  sight  of  us  a  few  miles  would  make  it 
apparent  that  the  Elk  Hills  has  many,  many  hundreds  of  millions  of 
barrels  of  oil  in  reserve  beneath  it  never  drilled  to,  and  the  Buena 
Vista  Hills  also.  I  believe  California  can  give  an  account  into  the 
future  of  15,000,000,000  barrels  of  oil. 

Mr.  WoLVERTON.  Your  answer  is  based  upon  the  known  recoverable 
oil  or  your  estimate  of  it  in  the  State  of  California.  My  question  is 
broader  than  that.  What  do  you  know  or  what  is  your  opinion,  if 
you  have  any,  as  to  the  present  known  recoverable  oil  reserves  of  the 
United  States? 

Mr.  Pemberton.  I  have  no  other  knowledge  than  that  which  I  gain 
from  conversation  with  other  engineers  and  reading  reports  and  esti- 
mates such  as  have  been  presented  to  your  committee. 

Mr.  WoLVERTON.  What  has  your  reading  shown  you  to  be  the 
present  reserve? 

Mr.  Pemberton.  In  the  United  States,  I  believe  it  is  dependent 
upon  whose  estimate  you  read,  all  of  them  being  over  17,000,000,000 
barrels. 

Mr.  WoLVERTON.  At  our  present  rate  of  use,  how  long  would  that 
last? 

Mr.  Pemberton.  Well,  you  could  produce 

Mr.  WoLVERTON.  Assuming  there  would  be  no  further  discoveries 
or  additional  recoveries  than  would  be  produced  by  the  present  means 
of  production. 

Mr.  Pemberton.  Well,  in  the  first  place,  it  cannot  be  produced  at 
the  present  rate  of  production  or  consumption,  because,  with  no 
further  discoveries,  the  rate  of  production  will  decline.  I  believe 
without  any  other  wells  being  drilled  in  the  United  States,  there  will 
be  wells  producing  in  the  United  States  a  hundred  years  from  now, 
and  we  in  California  have  many  wells  that  are  over  50  years  old  and 
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they  are  still  producing,  so  that  the  life  of  these  17,000,000,000  barrels 
is  a  long  life. 

Mr.  WoLVERTON.  Well,  what  is  the  present  consumption  measured 
by  barrels  per  year  at  the  present  time? 

Mr.  Pemberton.  This  last  year,  which  was  the  largest  in  history, 
was  2,000,000,000  barrels,  rough  figures. 

Mr.  WoLVERTON.  2,000,000,000  barrels? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  WoLVERTON.  And  you  say  your  reading  has  developed  the 
fact  that  there  are  now  about  17,000,000,000  barrels  in  reserve? 

Mr.  Pemberton.  Yes. 

Mr.  WoLVERTON.  Well,  then,  it  would  only  last  8  years  at  our 
present  rate  of  use,  wouldn't  it? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  WoLVERTON.  Over  a  period  of  years,  our  use  has  increased 
year  by  year,  has  it  not? 

Mr.  Pemberton.  It  has. 

Mr.  WoLVERTON.  If  that  average  of  increase  should  continue, 
then  it  would  be  something  less  than  8  years  of  known  reserve? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  WoLVERTON.  Doesn't  that  strike  you  as  presenting  a  situation 
that  well  deserves  the  attention  of  the  Federal  Government  as  it  seeks 
to  preserve  the  national  interest,  if  we  look  at  it  only  from  the  stand- 
point of  national  defense? 

Mr.  Pemberton.  Yes,  sir;  I  believe  that  the  Federal  Government 
may  well  concern  itself  with  the  probability,  or,  rather,  the  extent  to 
which  our  known  reserves  are  apt  to  carry  the  country. 

Mr.  WoLVERTON.  W^ith  that  acknowledgment  and  the  recognition 
of  the  importance  of  it,  would  it  not  seem  that  it  would  justify  legisla- 
tion of  some  sort  that  would  guarantee  the  security  of  our  people  by 
the  proper  production  of  so  vital  a  commodity? 

Mr.  Pemberton.  No,  sir;  I  see  no  necessity  for  it.  There  has 
never  been  any  in  the  past  and  I  see  no  reason  for  concern  in  the 
future. 

Mr.  Wolverton.  Notwithstanding  the  condition  that  the  world  is 
in  today,  with  the  importance  of  petroleum  being  emphasized  every 
day,  and  under  your  figures  with  only  a  Imown  reserve  of  8  years  or 
less,  you  do  not  think  that  presents  a  situation  of  sufficient  importance 
for  the  Federal  Government  to  take  such  action  as  would  make  certain 
and  secure  our  national  interests?  Do  you  think  that  it  should  be 
left  solely  and  entirely  to  the  mdustry  itself,  working  independently 
in  the  several  States,  and,  as  in  this  State,  with  a  mere  voluntary 
curtailment? 

Mr.  Pemberton.  The  things  that  you  refer  to  are  of  concern  to  all 
of  the  States,  which  have  laws  relating  to  the  production  and  waste, 
and  so  forth.  Here  in  California  we  have  our  voluntary  program  and 
it  is  functioning  very  well;  the  functioning  is  good,  with  as  good  a 
record  as  any  other  State  with  a  law. 

Mr.  Wolverton.  I  am  not  condemning  the  State,  and  certainly  I 
am  not  seeking  to  create  an  impression  on  your  mind  that  I  am  speak- 
mg  critically  of  the  State  of  California.  I  am  asking  you  to  consider 
from  the  larger  standpoint  than  the  oil-producing  States,  but  beyond 
that  to  the  national  interest,  and  the  security  of  our  people. 
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Mr.  Pemberton.  The  prolongation  of  the  production  of  crude  oil 
from  the  reserves  of  the  Nation  is,  of  course,  the  concern  of  the  Nation, 
and  it  is  equally  true  of  all  the  States,  and  equally  true  of  the  industry. 
They  are  all  tied  in  together. 

Mr.  WoLVERTON.  If  there  is  any  opinion  on  the  part  of  our  Army 
and  Navy  officials  with  respect  to  the  importance  of  oil  and  a  proper 
reserve,  would  there  be  any  means  at  the  present  time  of  their  enforcing 
that  viewpoint  in  the  State  of  California  or  any  other  oil-producing 
State? 

Mr.  Pemberton.  1  believe  not. 

Mr.  WoLVERTON.  So  the  Federal  Government,  protecting  the 
interests  of  the  whole  people,  is  absolutely  dependent  upon  what  would 
be  the  attitude  of  California,  and  each  of  the  individual  oil-producing 
States? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  WoLVERTON.  Assuming  their  patriotism  to  be  such  that  they 
would  wish  to  do  this,  and  certaudy  no  one  would  deny  that  fact,  yet 
ui  order  that  there  might  be  a  proper  cooperation  or  correlation,  would 
it  not  seem  advisable  that  there  should  be  a  central  agency,  which 
would  be  the  Federal  Government,  to  determine  what  is  best  in  the 
national  interests,  rather  than  to  leave  it  in  that  undetermmed  state, 
to  the  judgment  of  separate  mdividuals  and  viewpomts? 

Mr.  Pemberton.  I  believe  your  pomt  is  well  taken,  and  I  believe 
that  that  is  bemg  done  by  the  United  States  Bureau  of  Mines,  that 
is  quite  active  in  ascertaining  a  great  many  things.  I  believe  that 
cooperation  between  that  body  and  the  regulatory  bodies  hi  the  States, 
that  in  that  way  a  great  deal  more  can  be  accomplished  rather  than 
by  a  law.  I  am  not  holding  any  thought  at  all  that  there  should  not 
be  cooperation  between  the  Government  and  the  States,  but  I  believe 
that  it  is  unnecessary  to  have  a  law  to  do  it,  though. 

Mr.  WoLVERTON.  In  no  other  important  matter  of  national  defense 
does  the  Federal  Government  depend  on  the  mdividual  States.  We 
have  the  National  Defense  Act  that  reaches  out  into  the  several  States, 
and  sets  up  a  method  that  would  be  imm.ediately  usable  in  the  event 
of  national  emergency.  Why  would  not  some  law,  then,  that  would 
give  the  Federal  Government  the  same  jurisdiction  m  this  important 
matter,  be  advisable? 

Mr.  Pemberton.  Well,  Mr.  Wolverton,  it  might  be  advisable,  but 
at  the  same  time,  m.y  observation  and  experience  in  the  last  few  years 
with  the  boards  and  commissions  and  bodies  that  have  been  created 
by  the  so-called  New  Deal,  leads  m.e  to  believe  that  it  would  be  un- 
advisable  to  have  such  a  law  enacted  durmg  the  term  of  the  present 
government. 

Mr.  Wolverton.  Surely  your  prejudice  against  the  New  Deal,  that 
has  been  evidenced  on  more  than  one  occasion  today,  would  not  lead 
you  to  the  conclusion  that  it  would  not  be  patriotic  m  its  endeavor  to 
protect  the  people  of  the  United  States? 

Mr.  Pemberton.  No;  not  in  the  least. 

Mr.  Wolverton.  Why,  then,  the  fear  that  you  express,  that  the 
New  Deal  would  do  somethmg  that  would  not  be  proper? 

Mr.  Pemberton.  Beyond  any  doubt,  their  motives  would  be  sin- 
cere, and  beyond  any  doubt  their  ideals  that  they  would  wish  to  ac- 
com.plish  would  be  sincere,  but  their  manner  of  doing  it  would  not  be 
so  good. 
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Mr.  WoLVERTON.  Well,  the  manner  in  which  they  would  do  it 
would  depend  upon  the  procedure  outlined  by  Congress  in  the  legis- 
lation it  passed.  Am  I  to  assume  from  what  you  have  said  that  there 
could  be  no  procedure  that  would  have  regard  for  the  national  interest 
that  would  not  at  the  same  time  destroy  the  oil  industry? 

Mr.  Pemberton.  Oh,  no;  I  am  not  thinkmg  that  there  is  going  to 
be  any  destruction  of  the  oil  industry. 

Mr.  WoLVERTON.  I  am  seriously  trymg  to  find  out  in  this  great 
patriotic  desire  to  protect  our  people  in  tlie  case  of  an  emergency, 
where  the  use  of  this  vital  commodity  would  play  an  important  part, 
why  you  are  so  fearful  that  the  New  Deal,  as  you  term  it,  would  be 
unfair. 

Mr.  Pemberton.  I  didn't  say  it  would  be  unfair.  It  is  my  obser- 
vation and  belief  that  it  would  probably  be  much  less  effective  in  the 
objective  desires  than  would  be  cooperative  action  without  a  law. 

iVTr.  WoLVERTON.  That  is  not  the  way  you  expressed  it.  You  said 
you  would  be  fearful  for  any  Federal  legislation  that  would  come  out 
of  the  New  Deal.  Now,  of  course,  you  understand  that  my  position 
is  not  one  that  calls  upon  me  to  defend  the  New  Deal  in  any  particular. 
But  I  am  seeking  to  ascertain  from  you  why  you  are  so  fearful  of  it  in 
this  great  matter  of  patriotism? 

Mr.  Pemberton.  I  said  the  wrong  word.  I  should  not  have  said 
"fearful."     Probably  the  word  "concern"  would  be  more  to  the  point. 

Mr.  WoLVERTON.  I  got  the  impression  from  your  answer  that  you 
were  concerned,  if  not  fearful,  that  any  legislation  that  would  emanate 
from  the  New  Deal,  regardless  of  the  purpose  that  it  sought  to  serve, 
would  be  of  such  a  character  that  it  would  be  harmful  to  the  oil 
industry  in  its  endeavor  to  be  helpful  to  the  people  of  the  Nation. 
You  do  not  mean  to  condemn  the  New  Deal  to  that  extent,  do  you? 

Mr.  Pemberton.  No,  no;  my  remarks  there  are,  I  would  say,  in- 
fluenced by  a  perusal  of  this  H.  R.  7372,  the  motives  of  which  are 
beyond  the  question  patriotic  in  principle ;  however,  the  way  of  going 
about  the  creation  of  a  commission  which  has  powers  to  enforce  small 
and  incidental  and  nonconsequential  factors,  the  fact  that  one  of  the 
engineers  of  the  Bureau  of  Mines  stated  there  was  not  a  single  oil  field 
in  the  United  States  that  that  bill  would  not  affect,  and  also  the  bill 
is,  in  my  opinion,  founded  on  ambiguous  and  hypothetical  notions, 
the  fictitious  underground  waste  cannot  be  valued,  and  no  two  men 
can  agree,  certainly  a  man  from  the  industry  and  a  Government  repre- 
sentative could  not  agree,  makes  this  thing  so  unworkable,  so  im- 
practical— it  is  impractical,  unworkable,  too  far-embracing,  and  it  is 
that  type  of  proposed  legislation  that  makes  me  look  askance  at  any 
proposed  legislation  on  the  part  of  the  Federal  Government  to  regulate 
any  phase  of  the  petroleum  industry. 

Mr.  WoLVERTON.  Well,  as  I  have  said,  there  is  nothing  that  calls 
upon  me  to  be  an  upholder  of  the  New  Deal,  but  I  confess  that  I  can- 
not agree  with  you  to  the  extent  of  impugning  the  motives,  or,  even 
having  the  concern,  that  you  have  that  in  a  matter  of  this  kind  the 
administration  would  not  seek  to  do  what  was  necessary  and  no  more 
than  was  necessary. 

It  seems  to  me  that  your  statement  that  we  have  at  the  present 
time  known  reserves  of  oil  for  only  8)2  years  is  astounding.  It 
creates  in  me  even  more  interest  in  the  sulaject  than  I  had  when  I 
started  to  question  you.     I  was  not  aware  that  our  reserves  were  so 
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nearly  depleted  or  would  be  in  such  a  short  time  as  you  have  indicated. 
Certainly  your  statement  emphasizes  the  view  of  the  Federal  Govern- 
ment that  it  should  have  something  to  do  with  the  extent  to  which 
this  vital  commodity  should  be  produced.  Is  your  concern  only  be- 
cause it  is  the  New  Deal  or  are  you  concerned  about  any  Idnd  of  a 
deal,  and  any  Federal  legislation?  In  other  words,  can  you  conceive 
of  a  situation  where  you  would  not  be  fearful?  I  am  trying  to  hnd 
out  how  far  your  prejudice  of  the  New  Deal  is  the  basis  of  tlie  opinion 
you  expressed  or  whether  you  are  opposed  to  the  principle  that  I  am 
advancing  or  whether  it  is  merely  opposition  to  the  New  Deal. 

(No  response.)  [Witness  reading  paper  handed  to  him  by  Mr. 
Hogan.] 

Mr.  WoLVERTON.  Are  you  going  to  answer  my  question  or  the  one 
Mr.  Hogan  just  handed  you? 

Mr.  Pemberton.  Mr.  Hogan  made  a  correction  wliich  is  of  vital 
importance  in  this  discussion.     He  corrects  me. 

Mr.  WoLVERTON.  Is  Mr.  Hogan  going  to  testify? 

Mr.  Pemberton.  Yes. 

Mr.  WoLVERTON.  Well,  couldn't  he  wait  his  turn? 

(Laughter) . 

Mr.  Pemberton.  In  any  case,  I  am  glad  to  be  corrected. 

Mr.  WoLVERTON.  I  see.  You  do  not  mind  so  long  as  you  are  an 
umpire,  you  are  used  to  having  lots  of  things  happen  to  you? 

Mr.  Pemberton.  Yes;  the  consvunption  of  oil  annually,  instead  of 
being  two  billion  a  year,  is  one  and  a  quarter  billion.  Therefore,  our 
17,000,000,000  barrels  of  reserve,  if  that  is  all  there  is,  would  be  a 
matter  of  some  10  years.     [Applause.] 

Mr.  WoLVERTON.  I  gather  then  I  am  to  assume  in  view  of  the 
contribution  just  made  to  you  by  Mr.  Hogan  that  you  would  want 
me  to  wait  the  additional  2  years  before  becoming  concerned. 

Mr.  Pemberton.  Of  course,  we  assume  that  there  are  only  17,000,- 
000,000  barrels  left,  and  it  is  a  calculation  based  on  what  we  know 
now  from  existing  wells.  There  are  countless  areas  that  will  be 
developed,  or  which  are  being  developed  now,  which  will  double  and 
treble  and  quadruple  that  figure. 

Mr.  WoLVERTON.  I  was  not  asking  you  from  the  standpoint  of 
wells  that  were  being  developed.  I  asked  you  what  the  known 
reserve  was  at  the  present  time.  Now,  when  you  speak  of  wells  that 
are  in  the  process  of  being  developed,  I  assume  you  mean  by  dis- 
coveries, is  that  right? 

Mr.  Pemberton.  My  answer  to  you  is  that  I  did  not  know  what 
the  reserves  were  outside  of  the  State  of  California,  and  my  information 
was  obtained  from  testimony  taken  before  your  committee,  that  there 
were  some  17,000,000,000  to  20,000,000,000  barrels  of  oil. 

Mr.  WoLVERTON.  Well,  I  guess  it  would  have  been  easier  to  have 
asked  Mr.  Harry  Sinclair,  and  he  would  have  said,  "Oh,  100  to  500 
years,"  and  then  it  would  not  have  been  necessary  to  impress  you 
w^ith  the  importance  of  it  as  I  have. 

Mr.  Pemberton.  That  is  true. 

Mr.  WoLVERTON.  Do  you  think  voluntary  curtailment  is  really 
effective  in  this  State?  "V^Hiat  are  its  deficiencies?  Do  you  know 
of  any? 

Mr.  Pemberton.  Oh,  my,  yes.  Of  course.  All  kinds  of  de- 
ficiencies. 
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Mr.  WoLVERTON.  Let  us  have  some  of  them,  if  you  have  found  any, 
in  umpiring  these  different  companies,  give  us  the  conditions  that 
you  have  found  to  exist  where  it  seems  that  the  program  of  curtail- 
ment has  fallen  short  of  what  it  should  have  accomplished. 

Mr.  Pemberton.  It  has  not  fallen  short  of  what  it  endeavored  to 
accomplish,  because  we  have  endeavored  to  stabilize  the  industry, 
and  by  that  we  mean  produce  no  more  than  we  can  consume,  and 
have  a  very  orderly  program,  and  cooperation  at  all  times,  and  to 
that  extent  w^e  have  gotten  along  all  right.  Then  in  order  to  accom- 
plish that,  of  course,  there  were  minor  details  which  are  not  strictly 
according  to  Hoyle,  or  strictly  according  to  the  way  we  would  like  to 
have  them.  I  assume  that  I  might  cite  examples — would  you  like  to 
have  me  cite  examples  of  the  failure  of  the  producers  to  comply  with 
their  recommended  quotas? 

Mr.  WoLVERTON.  I  do  not  mean  with  respect  to  individuals.  I  am 
speaking  of  it  in  the  larger  sense.  In  what  way  have  you  been  made 
conscious  of  the  ineffectiveness  of  your  present  voluntary  curtailment 
plan  as  now  carried  on  in  this  State? 

Mr.  Pemberton.  Well  I  have  not  been  made  conscious  of  its 
ineffectiveness  at  all  excepting  where  in  some  instances  the  operators 
in  one  field  will  not  curtail  strictly  to  their  recommended  quota. 
In  other  w^ords,  they  will  take  a  little  advantage  over  the  others  by 
their  failure  to  live  up  to  the  quota.  To  that  extent,  as  the  umpire, 
I  would  have  to  say  they  are  taking  advantage  of  the  others,  and 
there  is  in  this  State  a  considerable  amount  of,  say,  holding  the 
umbrella  over  some  of  the  producers,  that  is  over  those  who  do  not 
comply  closely  to  the  terms  of  the  quota. 

Mr.  WoLVERTON.  If  you  had  the  authority  to  do  so  are  there  any 
rules  or  regulations  you  would  put  in  effect  at  the  present  time  and 
if  you  didn't  have  to  depend  on  voluntary  cooperation? 

Mr.  Pemberton.  Yes. 

Mr.  Wolverton.  Wliat  are  they? 

Mr.  Pemberton.  If  there  had  been  any  authority  given  to  me  I 
could  select  just  one  and  it  would  be  to  do  something  which  I  assume 
is  a  violation  of  the  antitrust  laws,  and  other  things. 

Mr.  Wolverton.  Just  mention  that  again.     What  did  you  say? 

(The  reporter  read  the  last  answer.) 

Mr.  Wolverton.  Now,  what  would  you  have  them  do,  if  you 
could,  that  would  be  in  violation  of  the  anti-trust  law? 

Mr.  Pemberton.  Because  the  agreement  to  be  made  between  the 
purchasers  of  oil,  wherein  they  w^ould  agree  not  to  purchase  more  oil 
from  a  producer  than  is  their  allotment.  In  other  words  there  are, 
we  will  say,  many  producers,  wdio  have  no  complaint  at  all  concern- 
ing their  allotment.  Perhaps  there  is  a  producer  that  desires  to 
obtain  more  than  his  allotment  of  oil,  and  so  he  produces  a  little  more 
and  the  purchaser  will  take  it.  That  causes  a  little  disturbance  of 
curtailment. 

Mr.  Wolverton.  Does  it  affect  the  price? 

Mr.  Pemberton.  No  sir. 

Mr.  Wolverton.  \^^iat  about  the  condition  that  prevails  where  a 
contract  exists  between  a  lessor  and  a  lessee  for  production?  Do 
you  find  that  the  fulfillment  of  that  contract  in  any  way  handicaps 
you  in  the  voluntary  curtailment  program  fixed  by  the  central 
committee? 
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Mr.  Pemberton.  Yes,  indeed  it  does.  We  have  carried  on  for 
years  a  policy  of  education  with  the  object  of  obtaining  consent  of 
lessors  on  the  part  of  the  producers.  Frequently  we  are  unable  to 
obtain  that.  There  is  in  California — there  are,  I  should  say,  a  few 
instances  wherein  landowners  insist  on  production  greater  than  the 
allotment  allowed  by  the  central  committee. 

Mr.  WoLVERTON.  What  can  you  do  about  that? 

Mr.  Pemberton.  There  is  no  remedy  at  all. 

Mr.  WoLVERTON.  Don't  you  think  they  should  be  brought  into 
the  same  line  with  the  others? 

Mr.  Pemberton.  Well,  we  would  like  to  have  them,  but  at  the 
same  time  rather  than  to  submit  to  some  coercive  measures,  to  which 
all  the  producers  of  the  State  would  be  subject,  except  one  or  two,  I 
believe  we  would  rather  coast  along  in  the  way  we  are  and  endeavor 
by  educational  efforts,  to  get  those  men  to  play  ball. 

Mr.  WoLVERTON.  Then  the  situation  to  w4iich  I  have  related 
applies  to  only  one  or  two  in  this  State? 

Mr.  Pemberton.  Very  few.  Very  few  lessors  are  insistent  upon 
greater  production.  The  bulk  of  the  lessors,  and  undoubtedly  the 
larger  ones,  are  willing  to  abide  by  the  program. 

Mr.  WoLVERTON.  But  if  you  could,  you  would  like  to  have  the 
authority  to  bring  them  into  line? 

Mr.  Pemberton.  I  am  willing,  Mr.  Wolverton 

Mr.  Wolverton.  I  say  would  you  like  to  have  the  power  to  bring 
them  into  line? 

Mr.  Pemberton.  Well,  Mr.  Wolverton,  at  this  time  I  am  unable 
to  say  that  I  would  wish  for  any  more  power. 

Mr.  Wolverton.  Then  you  are  not  a  New  Dealer.  [Applause.] 
Now  what  other  elements  do  you  think  fall  down  or  in  any  measure 
handicaps  the  curtailment  program  that  the  central  committee 
attempts  to  make  effective  in  this  State? 

Mr.  Pemberton.  I  believe  we  have  more  trouble  with  promoters 
than  any  other  one  group.  Promoters  finance  themselves  by  public 
subscriptions,  offering  promises  of  great  and  immediate  returns,  drill 
wells  on  small  tracts  of  land.  Frequently  these  promises  do  not 
materialize  because  they  have  made  too  many  promises  that  they 
cannot  fulfill.  Through  our  efforts,  I  will  say  unofficially,  there  has 
been  some  revision  of  the  policy  of  the  corporation  commissioner  in 
issuing  permits  to  promoters  and  the  situation  is  very,  very  much 
better  now  than  it  was  a  while  ago  and  is  getting  better. 

Mr.  Wolverton.  Are  there  any  others? 

Mr.  Pemberton.  Oh,  I  believe  I  could  name  several  others. 

Mr.  Wolverton.  Just  give  them  quickly. 

Mr.  Pemberton.  Occasionally  a  producer 

Mr.  Wolverton.  I  wanted  to  get  your  opinion  as  to  how  effectual 
a  voluntary  curtailment  program  can  be.  I  am  asking  j^-ou  to  give 
me  the  instances  where  it  is  not  effectual. 

Mr.  Pemberton.  Well,  the  curtailment  program  as  a  whole  is 
effectual.  There  are  breakdowns  involving  details.  I  would  say  that 
the  policy  of  the  Federal  Government  in  raising  taxes  is  effectual. 
They  get  the  money  they  want,  although  there  may  be  many  people 
that  get  by  w^ith  paying  lesser  taxes  than  they  should  pay,  and  so  on, 
witii  all  of  the  laws  of  the  Federal  Government,  all  of  their  policies  are 
not  carried  out,  just  as  the  law  would  have  it.     I  believe  we  hear  a 


770  PP]TROLEUM  IxNVESTIGATION 

great  deal  about  hot  oil  and  violations  of  this,  that  and  the  other, 
in  Texas.  Whether  they  are  founded  on  fact,  I  have  no  knowledge 
but  there  are  those  accusations  made  from  time  to  time. 

!Mr.  WoLVERTON.  That  is  getting  beside  the  point  T  am  endeavoring 
to  make.  I  am  seeking  information  from  you,  as  one  who  is  probably 
in  a  better  position  to  give  it  than  anyone  else,  just  where  do  you 
find  that  the  curtailment  problem  does  not  measure  up  as  you  would 
like  it  to?  I  am  asking  you  to  list  them  so  we  can  get  some  idea  how 
worth  while  your  voluntary  curtailment  program  is. 

Mr.  Pemberton.  Well,  those  are  about  all,  that  is,  we  have  some 
landowners  that  do  not  like  to  have  production  curtailed.  There  are 
some  producers  that  won't  curtail. 

\h\  WoLVERTON.  You  Said  there  were  several  more  that  you  could 
give.     Can  you  give  them  or  are  you  at  the  end? 

Mr.  Pemberton.  No;  I  am  at  the  end. 

Mr.  WoLVERTON.  Then  you  did  not  mean  it  when  you  said  you 
could  give  a  lot  more? 

Air.  Pemberton.  I  meant  I  could  give  a  lot  more  reasons. 

Mr.  WoLVERTON.  Let  me  bring  to  your  attention  your  testimony 
that  you  gave  in  1934  on  this  question  of  the  voluntary  curtailment. 
On  that  occasion  you  said: 

The  second  way  of  controlling  production  and  regulating  it  to  the  consumer 
demand  so  we  can  stabilize  our  industry  and  price  is  by  voluntary  arrangement. 

Now,  voluntary  curtailment  was  tried  out  in  California,  beginning  in  the  end 
of  1929,  and  was  caused  by  the  great  development  of  technique  in  discovering 
oil  fields,  drilling  to  them  and  getting  oil,  and  thereby  California  lost  nearly  all 
of  her  export  market  to  the  East,  because  that  market  could  be  supplied  from 
Oklahoma  and  Texas.  The  need  for  curtailment  came  up  and  producers  within 
the  State  recognized  this,  and  those  that  were  willing  to  curtail  and  were  able 
to  did  so  and  those  that  were  not  did  not  do  so. 

And  now  I  want  to  direct  your  attention  to  these  particular  words 
[reading]: 

Now,  as  advisable  as  voluntary  curtailment  is,  and  as  strong  a  sponsor  as  I 
would  be  for  voluntary  arrangements  to  be  made  to  regulate  the  volume  of  pro- 
duction, I  am  going  to  show  you  how  impossible  it  is. 

[Laughter.] 

Mr.  WoLVERTON.  Well,  you  have  gone  a  pretty  good  job  of  showing 
how  possible  it  is,  but  you  have  not  told  us  about  how  impossible  it  is, 
and  that  is  what  impressed  the  committee  when  we  were  here  5  years 
ago. 

Mr.  Pemberton.  Well,  as  I  said  before,  a  lot  of  water  has  gone  under 
the  bridge  since  that  time.  The  conditions  are  not  the  same  as  they 
were  then  at  ail.  It  is  far  from  being  impossible  to  carry  out  now, 
because  we  are  actually  in  the  act  of  carrying  it  out 

Mr.  WoLVERTON.  And  you  went  on  to  say  [reading]: 

It  is  impossible  for  many  reasons,  chief  of  which  is  the  fact  of  the  bulk  of  oil 
production  is  on  the  contract  basis  between  the  landowner  and  the  lessor,  as 
Mr.  Marshall  so  ably  told  you  yesterday. 

Mr.  Pemberton.  That  statement  refers  to  the  relation  between  tne 
landowner  and  the  producer,  of  wdiich  now  I  can  only  remember  one 
landowner  in  California. 

Mr.  WoLVERTON.  You  can  see  from  the  quotation  I  read  to  you 
from  your  testimony  5  years  ago  that  you  were  just  as  emphatic  then 
in  presenting  to  this  committee  your  opinion  it  was  impossible  as  you 
are  now  that  it  is  possible. 
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Mr.  Pemberton.  Yes. 

Mr.  WoLVERTON.  Is  that  right? 

Mr.  Pemberton.  Yes,  that  is  right. 

Mr.  Wolverton.  Now,  when  did  you  change  your  opinion  with 
respect  to  that? 

Mr.  Pemberton.  I  am  forced  to  say  my  opinion  was  changed  in 
June  of  this  year  when  we  got  off  the  okl  system  of  allocation  at  the 
insistence  of  producers  that  something  was  wrong  and  got  onto  the 
miiform  system,  the  first  time  it  has  worked  100  percent. 

Mr.  Wolverton.  When  this  Atkinson  measure  was  before  the 
legislature  you  addressed  a  communication  to  the  committee,  did  you 
not? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  And  in  that,  if  I  have  a  correct  copy,  you  said 
this: 

Voluntary  curtaihrent  fails  through  the  willful  refusal  of  some  iudividuals  to 
curtail  within  newly  discovered  oil  fields  where  competition  in  the  capture  of  oil 
is  the  ruling  passion.  Naturally,  most  individuals,  would  rather  make  a  net 
profit  of  several  hundred  thousands  of  dollars  in  1  year  than  over  a  period  of  20 
years.  If  an  individual  has  no  other  stake  in  the  industry  and  is  a  newcomer  in 
a  new  field,  he  has  no  regard  for  the  industry  as  a  whole  and  no  regard  for  pro- 
ducers who  have  been  in  business  in  California  for  years  and  refuses  to  curtail 
and  everyone  else  in  the  field  must  likewise  or  stand  suits  for  drainage  from  their 
landowners.  Nothing  but  force  can  handle  such  individuals  and  voluntary  efforts 
are  complete  failures.  Conditions  like  this  are  caused  in  a  great  part  by  improper 
financing.  Often  the  labor  is  obtained  by  an  agreement  of  an  operator  to  pay 
wages  out  of  future  production  w  ith  a  bonus.  Labor  inust  get  its  money  and  the 
producers  turn  the  wells  wide  open.  Often  short-term  notes  are  given  by  the 
operator  to  enable  him  to  purchase  supplies  and  equipment  and  as  soon  as  his 
well  comes  in,  he  endeavors  to  get  his  money  back  as  cjuickly  as  possible  and  half- 
heartedly promises  to  curtail  when  that  occurs.  The  unfortunate  thing,  however, 
is  that  where  many  producers  carry  out  the  same  tactics,  the  price  of  oil  inevitably 
falls  and  no  producers  get  their  money  back. 

Now,  was  that  your  studied  opinion  as  to  the  effect  of  voluntary 
curtailment  when  you  addressed  the  communication  to  Hon.  Maurice 
Atkinson,  Committee  on  Oil  Industry,  at  the  State  Capitol  at  Sacra- 
mento when  that  legislation  was  under  consideration  by  the  committee? 

Mr.  Pemberton.  What  was  the  date? 

Mr.  Wolverton.  April  3,  1939. 

Mr.  Pemberton.  I  was  requested  by  Mr.  Atkinson  to  furnish  him 
facts  and  figures  relative  to  exactly  how  voluntary  curtailment  worked 
out  and  to  call  attention  to  the  phases  within  wliich  it  did  not  work, 
and  that  was  my  opinion  at  that  time;  yes,  sir. 

Mr.  Wolverton.  Well,  at  that  time,  which  is  not  as  much  as  5 
years  ago,  you  were  still  of  the  same  opinion  then,  that  curtailment 
was  impossible. 

Mr.  Pemberton.  Oh,  no;  I  didn't  say  curtailment  was  impossible. 

Mr.  Wolverton.  You  say  voluntary  curtailment  failed  through 
the  willful  refusal  of  some  individuals  to  curtail,  and  so  forth,  as  I 
have  read  it  to  you. 

Mr.  Pemberton.  It  would  fail 

Mr.  Wolverton.  There  is  nothing  qualified  in  that  statement,  is 
there,  when  you  said  voluntary  curtailment  failed?  What  did  you 
mean  by  that  statement? 

Mr.  Pemberton.  I  meant  that  if  the  practices  listed  there  were  to 
become  general,  curtailment  would  break  down,  of  course. 
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Mr.  WoLVEiiTON.  And  those  practices  were  general  at  that  time, 
were  they  not? 

Mr.  Pemberton.  No,  sir. 

Mr.  WoLVERTON.  Then  why  did  you  see  fit  to  address  a  com- 
munication to  a  legislative  body  that  was  considering  legislation,  and 
give  them  this  thought,  which  to  me,  looking  at  it  in  a  disinterested 
way,  would  seem  to  indicate  that  you  were  encouraging  Mr.  Atkinson 
in  the  thought,  and  also  the  committee  that  was  to  give  consideration 
to  it,  that  voluntary  curtailment  must  fail. 

Mr.  Pemberton.  No,  I  was  not,  sir.  I  was  simply  pointing  out 
the  various  phases  of  voluntary  curtailment  which  often  had  failed. 
He  wanted  to  know  why,  or  in  what  respect  a  voluntary  program  of 
curtailment  could  fail.  I  called  his  attention  to  various  things  that  I 
had  observed,  where  it  did  fail. 

Mr.  WoLVERTON.  I  will  read  another  section  of  a  letter  to  you. 
No  doubt  you  wrote  the  letter? 

Mr.  Pemberton.  No  doubt. 

Mr.  WoLVERTON  (reading): 

When  a  barrel  of  oil  is  worth  only  10  cents,  sometimes  producers  run  it  down 
the  sewer  or  burn  it  up,  simply  to  get  it  out  of  the  way,  and  oil  stabilization 
and  conservation  is  ruined.  This  condition  has  existed  in  California  many  times 
and  could  exist  this  year  and  may  exist  this  year  if  stringent  efforts  at  curtail- 
ment are  not  successful.  This  type  of  curtailment  is  the  type  which  is  advocated 
so  strongly  by  the  non-well-ovviiing  refining  company,  of  which  we  have  several 
in  California.  It  also  would  be  acquiesced  in  by  some  refiners  who  own  very 
little  production  in  proportion  to  their  total  refinery  requirements. 

(Some  one  in  the  audience  passed  a  paper  to  the  witness.) 

I  would  rather  that  you  would  not  read  whatever  was  passed  up  to 
you  until  I  have  finished  reading.  I  know  that  you  want  to  read  it, 
but  wait  until  I  finish. 

Mr.  Pemberton.  Yes,  sir,  I  will. 

Mr.  WoLVERTON.  The  language  which  you  use  here:  ''This  condi- 
tion has  existed  in  California  many  years  and  coidd  exist  this  year  and 
may  exist  this  year  if  stringent  efforts  of  curtailment  are  not  success- 
ful." What  do  you  mean  by  stringent  efforts?  Wouldn't  that  seem 
to  justify  legislation  on  the  subject? 

Mr.  Pemberton.  I  meant  that  urgent  efforts  which  were  actually 
being  made  at  the  time  might  not  be  successful. 

Mr.  WoLVERTON.  You  were  presenting  a  situation  to  Assembly- 
man Atkinson  that  would  be,  in  your  opinion,  a  catastrophe  to  the 
industry,  j^ou  said  it  did  exist,  it  could  exist  this  year  and  then  it  may 
exist  this  year  if  stringent  efforts  at  curtailment  are  not  successful. 
Now,  w^th  the  dire  consequences  you  had  pictured,  wouldn't  that 
seem  to  be  a  justification  to  Mr.  Atkinson  and  those  who  had  sup- 
ported him  in  an  effort  for  compulsory  curtailment? 

Mr.  Pemberton.  I  don't  know  what  he  thought  about  that  letter, 
he  did  not  reply  to  it. 

Mr.  Wolverton.  Well,  I  think  the  reply  probably  was  the  legisla- 
tion that  was  passed. 

Mr.  Pemberton.  Of  course,  the  legislation  at  that  time  had  not 
been  passed ;  there  was  only  a  proposed  bill.  There  were  hearings  being 
held  up  there  and  both  sides  in  this  controversy,  beginning  with  Mr. 
Atkinson,  down  to  the  Independent  Producers  and  Consumers  League, 
were  asking  me  for  information,  data  and  statistics  and  one  thing  and 
another  to  bolster  up  either  side  of  the  thing,  and  1,  as  an  umpire, 
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could  take  no  side  in  it  at  all,  and  I  told  both  sides  1  would  furnish 
them  with  data,  statistics  and  so  forth,  which  I  did.  The  facts,  of 
course,  speak  for  themselves.  If  you  will  take  the  production  for  each 
month  of  last  year  as  furnished  you  yesterday  by  Air.  Aubert,  you  will 
see  what  the  production  was  in  the  months  preceding  the  writing  of 
that  letter,  February  1939,  and  then  compare  that  to  the  production 
in  June  of  the  same  year  when  we  finally  completed  our  stringent 
efforts  to  effect  curtailment. 

Mr.  WoLVERTON.  Did  you  expect  a  reply  from  Mr.  Atkinson? 

Mr,  Pemberton,  Tes,  I  did. 

Mr,  WoLVERTON.  Did  you  impress  upon  him  secrecy  and  the  treat- 
ing of  the  letter  as  confidential — I  may  say  I  did  not  get  it  from  Mr. 
Atkinson. 

Mr.  Pemberton.  Yes,  sir;  I  asked  liim  to  keep  this  confidential. 
1  asked  him  particularly  not  to  disseminate  it  to  the  press, 

Mr.  Wolverton.  Being  such  an  important  individual  m  the  oil 
industry  as  you  are  by  virtue  of  your  position,  being  able  to  know 
more  of  the  situation  than  anyone  else,  then,  why  did  you,  in  giving 
information  to  a  committee  that  was  seeking  information  on  an  im- 
portant matter  in  California,  want  your  information  kept  confidential 
and  not  to  be  given  to  the  press? 

Mr.  Pemberton.  For  the  reason  that  I  endeavor  at  all  times  to 
refrain  from  stirring  controversies  up,  stirring  producers  up  one  against 
the  other  and  it  would  appear  very  easy,  if  certain  excerpts  from  that 
letter  would  be  quoted  or  thrown  in  my  face  from  one  group,  it  would 
anger  another  group. 

Mr.  Woi.verton.  Were  you  not  acting  in  the  best  interest  of  the 
oil  industry  when  you  were  emphasizing  the  importance  of  making 
stringent  efl'orts  to  have  a  curtailment  program? 

Mr.  Pemberton.  Yes,  sir. 

Mr,  Wolverton.  Well,  then,  acting  in  the  capacity  of  one  who  is 
interested  in  the  best  interest  of  the  industry,  were  you  not  willing 
to  go  before  the  committee,  go  before  the  legislature  and  its  committee 
and  testify  there  as  you  are  testifjdng  here  before  us,  giving  the  benefit 
of  your  thought? 

Mr.  Pemberton.  I  was  ad^'ised  not  to  by  several  fellows  who  had 
been  up  there. 

[Laughter.] 

Mr.  Wolverton.  The  same  fellows  did  not  advise  5^ou  to  appear 
before  tliis  committee  at  any  time? 

Mr.  Pemberton.  No,  sir. 

Mr.  Wolverton.  So  you  followed  the  advice  of  friends  against 
your  best  judgment? 

Mr.  Pemberton.  No,  sir;  it  had  been  my  best  judgment  not  to  go 
up  there,  and  1  inquired  of  some  of  the  individuals  who  had  appeared 
up  there  and  they  said  that  it  was  a  very  unsatisfactory  type  of 
examination  which  a  man  would  be  subjected  to,  that  he  would  be 
asked  questions  and  not  permitted  to  explain  or  enlarge  on  his  answer, 
and  it  was  a  sort  of  an  inciuisitory  type  of  examination.  And  I  decided 
to  have  nothing  to  do  with  it. 

Mr.  Wolverton.  Well,  I  heard  considerable  applause  when  you 
said  you  had  been  advised  not  to  go  up  there,  and  am  I  to  assume  that 
those  who  did  advise  you  are  in  the  room? 
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Mr.  Pembertok.  I  do  not  believe  so.  I  cannot  imagine  why  they 
api)laiided  yet. 

A1r.  WoLVERTON.  Well,  then,  your  fear  was  that  yon  wcnld  stir 
up  the  industry  and  the  wiiole  curtailment  program  as  instituted  by 
the  central  committee  would  fall  apart? 

Mr.  Pemberton.  No;  it  was  not  that.  The  facts  are  that  begin- 
ning in  December  of  1938 — the  account  of  which  I  believe  you  have 
there  in  the  article  wliich  you  referred  to  yesterday  as  having  read — 
a  committee,  in  fact,  two  committees,  had  been  appointed,  and  they 
were  very  active,  and  the  consumers  w^ere  represented,  to  study  the 
curtailment  situation  in  California,  with  the  object  of  making  recom- 
mendations as  to  improvements,  if  any,  or  what  was  wrong  with  it, 
because  it  was  not  working  at  that  time.  During  the  early  months 
of  1936 — that  is,  January,  February,  and  March — when  that  letter 
was  written,  and  the  ensuing  months  of  April  and  May,  there  was 
more  study  being  given  to  curtailment  procedure  in  California  than  ever 
before.  As  was  customary — or  rather,  not  customary,  but  it  fre- 
quently happens — you  would  find  several  different  groups  of  pro- 
ducers each  with  a  different  thought  as  to  the  proper  way  that  this 
curtailment  procedure  should  be  perfected.  We  were  at  that  time 
crystallizing  all  those  thoughts  and  getting  them  together  and  com- 
promising between  the  different  groups  as  to  what  their  desires  were 
of  changing  the  curtailment  procedure.  And  we  were  approaching 
a  harmonious  conclusion.  I  did  not  want  at  that  time  to  get  those 
people's  minds  off  any  subject  that  they  were  on,  and  did  not  want 
to  sidetrack  it  with  controversy  and  the  pros  and  cons  on  the  Atkinson 
bill.  That  is  why  I  asked  Atkinson  to  be  confidential  with  respect 
to  my  information.  I  wanted  also  that  in  the  passage  or  the  non- 
passage  of  the  legislation  at  the  legislature,  that  it  should  be  done 
upon  the  facts  and  not  upon  some  h^^pothetical  or  theoretical  grounds. 

Mr.  WoLVERTON.  You  said  that  you  objected  to  going  to  the  legis- 
lature because  they  would  ask  questions  and  you  would  not  be  able 
to  properly  present  the  matter.  It  seems  to  me  you  handicapped 
yourself  greatly  when  you  were  reducing  your  thoughts  to  writing  and 
then  left  no  opportunity  open  for  it  to  be  explained.  But  the  language 
that  you  have  used  throughout  this  letter,  and  I  have  only  read  parts 
of  it,  would  leave  the  impression  that  you  were  not  so  sure  that 
voluntary  curtailment  was  the  solution  of  the  problem.  For  instance, 
you  say  this,  after  referring  to  the  effort  at  voluntary  curtailment  in 
other  States: 

However  in  the  past  voluntary  curtailment  failed  to  achieve  its  purpose  when 
the  ratio  of  available  production  to  demand  became  too  great.  During  that 
period  of  California's  oil  industry  when  potential  production  exceeded  the  demand 
for  petroleum,  voluntary  curtailment  in  California  had  been  fairly  effective,  and 
only  in  certain  periods  has  it  broken  down  completely,  and  a  period  of  3  to  6 
months'  demoralization  ensues  thereafter. 

and  you  went  on  to  say, 

This  form  of  curtailment  has  been  adopted  by  many  of  the  oil-producing  States 
in  the  Union  when  voluntary  curtailment  finally  failed.  From  the  point  of  view 
of  conservation  and  permanent  stabilization  it  is  the  best  form. 

Now  what  do  you  mean  is  the  best  form?  Are  you  referring  to 
legislation  there  or  to  voluntary  curtailment? 

Mr.  Pemberton.  Read  the  sentence  again,  please. 
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Mr.  WoLVERTON.  "This  form  of  curtailment,"  referring  to  volun- 
tary curtailment,  "has  been  adopted  by  many  of  the  oil-producing 
States  in  the  Union  when  voluntary  curtailment  finally  failed."  I 
was  mistaken  when  I  inserted  the  word  "voluntary"  before.  "Tins 
form  of  curtailment,"  referring  to  legislative  curtailment,  "has  been 
adopted  b}^  many  of  the  oil-producing  States  in  the  union  when 
voluntary  curtailment  finally  failed.  From  the  point  of  view  of 
conservation  and  permanent  stabilization  it  is  the  best  form."  Now, 
does  that  not  relate  to  legislation? 

Mr.  Pemberton.  Yes,  sir;  when 

Mr.  WoLVERTON.  Pardon  me  just  a  minute  so  I  can  get  this  before 
you  and  I  want  you  to  have  full  opportunity  to  answer,  but  I  want 
you  to  get  my  point.  Were  you  advocating  to  tliis  committee  that 
from  the  point  of  view  of  conservation  and  permanent  stabilization, 
that  legislative  curtailment  is  the  best  form? 

Mr.  Pemberton.  Only  when  voluntary  curtailment  failed. 

Mr.  WoLVERTON.  But  you  say  in  your  letter,  "It  is  the  best  form." 

Mr.  Pemberton.  It  would  be  the  best  form  if  voluntary  curtail- 
ment has  failed. 

Mr.  WoLVERTON.  As  between  voluntary  curtailment  and  legisla- 
tion, then  you  do  not  think  that  legislative  curtailment  is  the  best 
form? 

Mr.  Pemberton.  That  is  correct. 

Mr.  Wolverton.  Well,  I  do  not  take  it  that  way  from  the  way  it  is 
expressed  in  your  letter  to  Mr.  Atkinson.  It  may  be,  if  you  had 
appeared  before  the  board,  you  might  have  expressed  it  in  a  different 
form  from  the  way  you  did  in  your  letter,  but  you  did  ask  that  tliis 
expression  of  your  opinion  on  your  part  should  not  be  made  public. 
Have  you  any  objection  at  tliis  time  to  have  your  letter  introduced 
in  the  record? 

Mr.  Pemberton.  Oh,  no  objection;  it  is  past  history  now.  Lots 
of  people  know  about  that. 

Mr.  Wolverton.  Well,  to  save  your  time  and  that  of  other  wit- 
nesses and  the  committee,  I  won't  read  further  from  the  letter. 

Mr.  Pemberton.  All  right. 

Mr.  Wolverton.  But  we  will  introduce  it  in  the  record  at  this 
point. 

(The  said  letter  is  in  words  and  figures  following :) 

April  3,  1939. 
Hon.  Maurice  Atkinson, 

Assemblyman,  Seventieth  District, 

Committee  on  Oil  Industries,  State  Capitol,  Sacramento,  Calif. 

Dear  Mr.  Atkinson:  I  acknowledge  receipt  of  your  letter  of  March  30,  invit- 
ing me  to  appear  on  April  4  at  rehearings  by  your  committee  upon  Assembly  Bill 
1926. 

I  greatly  appreciate  the  invitation,  but,  because  of  the  position  I  occupy  in  the 
oil  industry,  I  believe  it  would  be  inadvisable  for  me  to  appear.  At  the  present 
time  the  industry  is  facing  a  difficult  situation  with  continued  overproduction  of 
crude  oil,  and  there  are  many  conflicting  ideas  with  respect  to  ways  and  means  of 
stabilizing  the  industry  (and  on  your  Assembly  Bill  1926)  and  solely  for  the  pur- 
pose of  harmony  which  I  endeavor  to  obtain  at  all  times  and  with  the  object  of 
preventing  recriminations  by  one  side  or  the  other  in  case  I  should  appear  before 
your  committee,  I  believe  it  much  better  to  remain  away.  In  order,  however,  that 
your  committee  may  have  my  complete  ideas  upon  curtailment,  I  am  enclosing 
herewith  a  statement  which  I  ask  that  you  use  confidentially  in  your  committee, 
if  possible,  and  prevent  its  dissemination  widely  and  certainly  not  in  the  press.  I 
feel  the  statement  is  self-explanatory  and  were  it  not  for  my  desire  to  maintain  as 
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much  harmony  as  possible  in  the  industry,  I  would  be  delighted  to  present  the  facts 
therein  in  person.  The  review  represents  my  honest,  unbiased  viewpoint  and  is 
not  to  be  taken  as  either  expressing  my  strong  support  for  Assembly  Bill  1926  or 
my  opposition  to  it. 

Trusting  tnat  you  will  understand    the  situation  and  expressing  a  desire  to 
assist  your  committee  in  any  way  possible,  I  am, 
Very  truly  yours, 

J.  R.  Pemberton. 

Curtailment  of  Production  of  Crude  Oil 

purposes 

Curtailment  of  any  raw  product  is  necessary  and  especially  one  so  vital  to  the 
maintenance  of  all  of  our  civilized  and  industrial  functions  as  is  petroleum — 

1.  To  prevent  waste. 

2.  To  balance  consumption  with  supply. 

3.  To  stabilize  all  operations  by  maintenance  of  constancy  within  the  oil  in- 
dustry. 

4.  To  stabilize  labor  conditions. 

5.  To  stabilize  prices;  not  make  oil  dear  to  the  public  but  with  reference  to  all 
other  commodities. 

1  The  first  category,  the  prevention  of  waste,  is  accomplished  through  curtail- 
ment— 

1.  By  the  elimination  of  large  and  excessive  above-ground  stocks  of  crude  oil 
which  are  subject  to  evaporation. 

2.  Possible  loss  by  fire. 

3.  Leakage  of  tanks. 

4.  A  loss  of  respect  by  producers  simply  through  the  vastness  of  the  amount 
produced. 

CURTAILMENT    OF    PRODUCTION    OF    CRUDE    OIL 

The  best  storage  place  for  oil  is  in  the  ground  and  oil  should  not  be  lifted  until 
it  can  be  used.  A  certain  amount  of  stock  is  necessary  in  order  that  refining  oper- 
ations may  be  continuous  even  though  break-downs  may  occur  in  producing  fields 
or  pipe  lines. 

THREE    FORMS    OF    CURTAILMENT 

1.  Auto7naiic  curtailment. — With  the  exception  of  rather  temporar}'  periods,  it 
may  be  said  that  there  always  will  be  curtailment.  With  no  programmed  cur- 
tailment, curtailment  will  result  automatically  because  under  unrestrained,  com- 
petitive conditions,  great  excess  supply  will  force  buj-ers  to  reduce  prices  until 
only  the  lowest-cost  producer  (the  producer  owning  large,  flowing  wells)  will 
survive.  Under  such  conditions,  buyers  will  never  buy  more  than  the}'  can  sell, 
but  nevertheless  curtailment  is,  therefore,  truly  in  effect.  The  results,  of  course, 
are  ruinous  to  labor  in  that  all  of  the  employees  of  the  small  stripper  wells  and 
medium-sized  pumping  wells  will  lose  their  employment.  It  is,  of  course,  well 
known  that,  out  of  California's  18,585  oil  wells,  11,283  of  them  are  incapable  of 
producing  more  than  25  ]:)arrels  daily  each.  A  catastrophe  such  as  would  occur 
under  a  automatic  curtailment  would  thereby  throw  about  60  percent  of  Cali- 
fornia's oil-field  labor  out  of  employment.  Under  s\ich  conditions,  tremendous 
waste  results  simply  through  lack  of  respect  for  oil.  When  a  barrel  of  oil  is  worth 
only  10  cents  sometimes  producers  run  it  down  the  sewer  or  burn  it  up  simply  to 
get  it  out  of  the  way  and  all  stabilization  and  conservation  is  ruined.  This  condi- 
tion has  existed  in  California  many  times  and  could  exist  this  year  and  may  exist 
this  year  if  stringent  efforts  at  curtailment  are  not  successful.  This  type  of  cur- 
tailment is  the  type  which  is  advocated  so  strongly  by  the  non-well-owning 
refining  company,  of  which  we  have  several  in  California.  It  also  would  be 
acquiesced  in  by  some  refiners  who  own  very  little  production  in  proportion  to 
their  total  refinery  requirements. 

2.  Voluntary  curtailment. — Voluntary  curtailment  is  the  only  form  which 
has  ever  been  in  effect  in  California,  with  the  exception  of  the  period  from  Sep- 
tember 4,  1933,  to  May  28,  1935,  when  the  Code  of  Fair  Competition  for  the 
Petrolevun  Industry  under  the  National  Recovery  Administration  was  in  effect. 
Voluntary  curtailment  has  been  in  effect  in  every  producing  oil  State  in  the  Union 
up  to  the  time  that  State  laws  were  passed  to  regulate  production.  It  is  also  in 
eflfect  now  throughout  the  world  where  conditions  make  it  possible.     It  is  the  best 
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form  of  curtailment  because  of  the  low  cost  of  administration,  its  adaptibility  to 
changing  conditions  through  its  being  unhampered  by  hard  and  fast  regulations 
difficult  to  change,  and  is  the  most  satisfactory  to  the  individual  producer  because 
he  participates  in  the  arrangements  of  the  deliverations.  However,  in  the  past, 
voluntary  curtailment  failed  to  achieve  its  purposes  when  the  ratio  of  available 
production  to  demand  became  too  great.  During  that  period  of  California's  oil 
industry  when  potential  production  exceeded  the  demand  for  petroleum,  volun- 
tary curtailment  in  California  has  been  fairly  effective  and  only  in  certain  periods 
has  it  broken  down  completely  and  a  period  from  3  to  6  months  of  demoralization 
ensured  thereafter. 

3.  Curtailment  by  law. — This  form  of  curtailment  has  been  adopted  by  many 
of  the  oil-producing  States  in  the  Union  when  voluntary  curtailment  finally  failed. 
From  the  point  of  view  of  conservation  and  permanent  stabilization,  it  is  the  best 
form.  It  should  not  be  atteinpted  until  voluntary  curtailment  fails,  because  it  is 
expensive  to  administer,  the  regulations  are  difficult  to  adjust  to  fit  peculiar  and 
individual  conditions  from  the  standpoint  of  equity  without  violating  rules  of 
uniformity. 

WHY    VOLUNTARY    CURTAILMENT    FAILS 

Voluntary  curtailment  fails  through  the  willful  refusal  of  some  individuals  to 
curtail  within  newly  discovered  oil  fields  where  competition  in  the  capture  of  oil 
is  the  ruling  passion.  Naturally,  most  individuals  would  rather  make  a  net 
profit  of  several  hundred  thousands  of  dollars  in  1  year  than  over  a  period  of 
20  years.  If  an  individual  has  no  other  stake  in  the  industry  and  is  a  newcomer 
in  a  new  field,  he  has  no  regard  for  the  industry  as  a  whole  and  no  regard  for 
producers  who  have  been  in  business  in  California  for  years  and  refuses  to  curtail 
and  everyone  else  in  the  field  must  do  likewise  or  stand  suits  for  drainage  from 
their  landowners.  Nothing  but  force  can  handle  such  individuals  and  voluntary 
efforts  are  complete  failures.  Conditions  like  this  are  caused  in  a  great  part  by 
improper  financing.  Often  the  labor  is  obtained  by  an  agreement  of  an  operator 
to  pay  wages  out  of  future  production  with  a  bonus.  Labor  must  get  its  money 
and  the  producers  turn  the  wells  wide  open.  Often  short-term  notes  are  given 
by  the  operator  to  enable  him  to  purchase  supplies  and  equipment  and,  as  soon 
as  his  well  comes  in,  he  endeavors  to  get  his  money  back  as  quickly  as  possible 
and  half-heartedly  promises  to  curtail  when  that  occurs.  The  unfortunate 
thing,  however,  is  that  where  many  producers  carry  out  the  same  tactics,  the 
price  of  oil  inevitably  falls  and  no  producers  get  their  money  back. 

Sometimes  a  non-well-owning  refiner  obtains  a  drilling  site  in  the  middle  of 
an  otherwise  curtailed  field,  obtains  a  satisfactory  well  and  refuses  to  curtail, 
thereby  causing  the  entire  field  to  open  up.  The  refiner  does  this  deliberately 
with  the  object  of  forcing  prices  down  with  the  obvious  serious  result  to  labor  and 
the  entire  industry. 

Production  from  an  oil  well  declines  from  the  day  it  is  brought  in  according 
to  definite  and  fixed  laws  of  nature.  New  oil  wells  must  be  drilled  continuously 
and  new  fields  discovered  in  order  to  maintain  the  requirements  of  the  con- 
suming public.  When  new  production  is  brought  in  too  fast,  producers  in  old 
fields  and  producers  who  have  no  locations  upon  which  they  can  drill  new  wells, 
resent  being  ordered  aside  with  constantly  reduced  allotments  to  make  room  for 
the  new  we\ls.  They  refuse  to  reduce  their  production  and  excess  production 
results. 

Landowners  under  financial  stress  frequently  refuse  to  consent  to  curtailment 
of  wells  on  their  property  and  thereby  cause  immediate  overproduction  through- 
out the  entire  field. 

Voluntary  curtailment  in  California  is  effected  by  a  Central  Committee  of 
California  Oil  Producers,  comprising  the  elected  chairmen  of  24  separate  and 
distinct  oil  producing  fields  and/or  districts  within  the  State.  Elections  are  held 
annually  and  each  producer  has  one  vote  in  each  district.  The  central  com- 
mittee therefore  is  a  representative  group  and  each  member  has  behind  him  as 
his  constituency  the  producers  in  his  own  district.  Curtailment  is  programmed 
by  this  committee  and  because  of  the  diversity  of  interests  of  the  individuals 
composing  the  committee  and  the  characteristics  of  the  many  oil  fields  in  Cali- 
fornia, I  am  confident  that  the  resulting  program  is  and  has  been  extremely 
equitable  and  of  course  represents  in  all  cases  the  unanimous  or  very  nearly 
unanimous  vote  of  the  entire  committee.  However,  many  strong,  individual 
producers  resent  some  of  the  regulations  adopted  by  this  committee  and  refuse 
to  curtail  to  their  recommended  quotas. 
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Such  producers  frequently  can  obtain  some  following  and  take  matters  into 
their  own  hands  and  calculate^  a  curtailment  program  for  themselves  which,  while 
equitable  among  themselves  within  the  field,  results  in  the  field  producing  a 
great  deal  more  oil  than  it  should  with  reference  to  other  similar  fields.  At  present, 
for  instance,  we  have  five  fields  in  which  curtailm-ent  recommended  by  the  central 
committee  is  not  acceptable,  but  another  form  of  curtailment  is.  Yet  the  results 
of  such  practice  is  the  actual  cause  of  our  present  and  for  some  time  past  great 
overproduction  within  the  State.  The  situation  is  somewhat  similar  to  a  man 
who  admits  that  taxes  must  be  levied  but  has  decided  that  his  tax  is  too  great 
to  pay  and  ]iays  a  lesser  amount.  With  no  force  with  which  to  collect  taxes,  not 
enough  taxes  would  of  course  be  collected  under  such  a  system. 

My  experience  as  oil  umpire  for  7  years  has  brought  me  in  contact  with  every 
producer  of  oil  in  the  State  and  I  have  been  able  to  classify  those  opposed  to  cur- 
tailment into  three  classifications: 

1.  The  man  with  a  well  so  big  and  with  such  vast  pressures  within  it  that  it 
would  burst  if  he  curtailed  the  well  a  drop. 

2.  The  man  whose  well  has  so  much  water  in  it  that  if  he  curtailed  it  a  minute, 
he  would  lose  the  well. 

3.  The  man,  who  because  of  his  experience  of  operation,  would  suffer  financial 
loss  were  he  to  curtail  the  w^ell  a  barrel. 

The  first  classification  refers  to  the  obvious  chiselers;  the  second  classification 
is  taken  care  of  if  the  facts  justify  it.  by  an  elimination  of  curtailment  for  that 
producer.  However,  the  producer  does  not  have  to  convince  me  of  his  situation, 
but  he  must  convince  his  neighboring  producers  in  the  same  field,  who  usually 
own  the  same  kind  of  wet  wells  and  have  no  trouble  curtailing  them.  The  third 
classification,  upon  actual  study,  indicates  an  extremely  uneconomic  tyne  of 
operator  and  reflects  nothing  more  or  less  than  extremely  poor  business.  There 
are  a  great  many  wells  in  California  under  receivership  and  receivers  frequently 
fall  inthis  classification.  The  United  States  Government  has  issued  a  pamphlet 
showing  the  actual  cost  of  producing  oil  in  most  of  the  oil  fields  in  the  United 
States,  based  upon  an  enormous  mass  of  data  which  it  has  obtained  from  all 
sources.  There  should  be  no  excuse  for  a  producer  through  poor  business  to  be 
put  to  a  cost  of  producing  of  say  $1  per  barrel  when  throughout  California  the 
highest  cost  averages  about  55  cents  and  most  pumping  properties  is  less  than 
35  cents  per  barrel. 

A  producer  vuider  voluntary  curtailment  can  if  he  insists  curtail  his  production 
to  the  recommended  quota  as  a  producer  in  any  way  that  he  may  choose.  Pro- 
ducers in  this  frame  of  mind  sometimes  transfer  their  recommended  i^roduction 
from  one  field  to  the  wells  of  another  field,  due  to  the  fact  that  perhaos  the  oil 
in  the  second  field  brings  a  larger  price  per  barrel  than  that  in  the  first  field;  or 
perhaps  the  cost  of  production  is  much  low^er  in  the  second  field  than  in  the 
first  field.  Such  practices  of  course  are  not  approved  by  the  Central  Committee 
and  when  the  producer  insists  on  curtailing  in  that  manner  as  a  company,  there 
are  other  producers  who  are  irked  by  such  practices  and  in  looking  for  som.e  good 
excuse  to  refuse  to  curtail  their  own  production,  hit  upon  this  heinous  offense 
and  do  not  curtail. 

All  of  the  above  causes  of  failure  of  a  voluntary  system  to  work  are  actually  in 
effect  and  operative  right  now.  We  have  excess  production  in  many  fi.elds  and 
upon  analysis  the  reasons  could  be  found  in  the  above  outlined  excuses. 

PRESENT  CONDITIONS  IN  CALIFORNIA 

Voluntary  cm-tailment  is  not  effective.  It  has  not  been  effective  since  Sep- 
tember 1937.  About  40,000,000  barrels  of  oil  in  excess  of  what  was  needed  have 
been  produced  since  that  time  and  are  now"  stored  in  above-ground  concrete  lined 
earthen  reservoirs  and  steel  tanks.  There  is  onlv  one  reason  for  that:  There  are 
too  many  producers  who  refuse  to  curtail  to  their  recommended  quotas.  One 
good  noncurtailing  well  in  a  field  causes  the  whole  field  to  overproduce. 

We  have  now  within  the  State  the  largest  number  of  wells;  the  largest  nunsber 
of  fields;  the  greatest  potential  production  or  ability  to  produce  and  the  greatest 
undrilled  potential  acreage  ever  experienced  before  in  the  State.  In  addition, 
the  market  for  California  oils  is  declining.  A  great  part  of  the  Oriental  business 
cannot  possibly  continue  indefinitely.  Curtailment  \\hich  is  not  effective  now  is 
facing  the  need  for  a  much  greater  curtailment  in  the  near  future.  Strenuous 
efforts  have  been  made  beeinning  in  the  middle  of  December  193S  to  reduce 
production  of  oil  and  while  I  am  happv  to  sav  that  a  reduction  of  40,000  barrels 
dailv  was  obtained   (from  665,000  barrels  dailv  in   November  1938  to  625,000 
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barrels  daily  in  March),  the  production  should  have  been  during  that  period  well 
under  600,000  barrels  at  all  times.  Improvements  gradually  are  taking  place  in 
spots  here  and  there,  but  improvement  is  not  enough. 

Supplemental  Statement  on   Curtailment  of  Production    op  Crude    Oil 

gas  wastage 

There  are  in  my  opinion  adequate  laws  now  existent  in  California  and  forming 
a  part  of  the  C'ode,  which  if  rigidly  enforced,  would  cure  a  very  large  part  of  our 
present  difficulties,  especially  in  new  and  flush  fields  in  which  there  is  a  great  deal 
of  gas  produced  with  the  oil.  I  refer  to  our  present  statutes  against  gas  wastage. 
The  gas  wastage  statutes  positively  have  not  been  rigidly  enforced.  There  is 
today  gas  being  blown  to  the  air  in  many  oil  fields  in  large  volumes  for  which 
there  is  no  excuse  whatever.  In  one  field  in  particular,  wet  gas  is  l^eing  blown  to 
the  air,  wet  gas  being  gas  as  it  comes  from  the  well  and  containing  casinghead 
gasoline  in  the  form  of  condensate.  If  these  statutes  actually  were  enforced,  the 
oil  would  be  curtailed  automatically  in  these  fields  and  our  voluntary  system  would 
be  close  to  a  complete  success. 

ADMINISTRATION  OP  CURTAILMENT 

Inasmuch  as  the  assembly  intends  to  consider  and  perhaps  vote  on  assembly 
bill  1926,  I  have  heard  a  great  many  oil  producers  state  that  if  the  legislature 
should  pass  an  oil  control  bill,  they  wished  that  the  administration  of  such  an  act 
could  be  originated  under  a  system  similar  to  the  one  which  we  now  have  and 
which  has  been  in  effect  for  many  years,  instead  of  the  administration  of  the  act 
being  in  the  hands  of  three  commissioners  whose  qualifications  as  outlined  in  the 
bill  might  preclude  the  type  of  commissioner  who  through  inexperience  and  lack 
of  knowledge  of  the  oil  industry  would  be  actually  incapable  of  functioning  until 
the  lapse  of  considerable  time,  during  which  he  would  be  assimilating  the  various 
conflicting  factors  with  which  he  would  have  to  deal. 

I  would  like  to  suggest  that  the  bill  be  amended  to  the  effect  that  the  operators 
themselves  should  elect  annually  a  committee  of  themselves  which  committee 
would  have  the  authority  to  program  the  curtailment,  with  a  paid  commission 
perhaps  appointed  as  called  for  in  the  bill  to  constitute  a  board  of  appeal  on  the 
part  of  operators  who  care  to  protest  against  the  recommendations  of  the  elected 
committee.  I  feel  that  regardless  of  who  has  the  responsibility  of  eventually 
issuing  schedules  of  production  to  operators,  that  such  schedules  would  after  all 
be  tested  in  the  courts  by  some  disgruntled  operator  and  that  of  a  certainty  the 
experiences  of  our  present  system  after  the  trial  and  error  of  many  years  would 
be  far  more  apt  to  promote  a  scheme  of  allocation  which  would  be  held  reasonably 
fair  and  equitable  by  a  court  of  law  than  would  a  commission  having  had  no 
previous  experience.  Also  of  considerable  merit  would  be  the  fact  that  the 
Industry  itself  would  have  a  definite  hand  and  function  in  devising  the  program 
of  curtailment. 


[Western  Union] 

Los  Angeles,  Calip.,  April  10,  1939. 
Hon.  Maurice  Atkinson, 

Committee  on  Oil  Industries,  State  Capitol: 

Gas  wastage:  Since  writing  my  supplementary  statement  to  you  on  gas  wastage, 
I  have  reviewed  the  current  production  and  blow  to  the  air  of  gas  in  those  fields 
which  are  not  curtailing  in  oil  production  to  the  recommended  quotas  and  I  am 
astonished  to  discover  that  the  actual  gas  wastage  in  fields  which  are  overpro- 
ducing is  very  small  and  that  therefore  mere  enforcement  of  the  gas  law  would 
not  in  any  sense  solve  the  problem  of  overproduction  or  oil  while  it  is  unquestion- 
ably true  that  strict  enforcement  of  the  gas  wastage  laws  would  be  helpful  in 
reducing  overproduction  in  a  few  high  gas  oil  ratio  fields  in  most  fields  there  is  so 
small  a  proportion  of  natural  gas  in  the  formation  with  the  oil  that  great  over- 
production or  oil  results  from  those  inclined  not  to  follow  the  curtailment  program 
with  still  no  wastage  of — thus  the  gas  wastage  laws  are  ineffective  to  prevent 
overproduction  of  oil. 

It  is  also  of  course  possible  through  the  application  of  artificial  gas  lifting 
methods  to  produce  large  quantities  of  oil  from  wells  through  the  introduction 
of  gas  and  recycling  of  such  gas  thereby  circumventing  the  gas  wastage  laws. 
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The  ultimate  objective  of  course  of  any  sound  oil  conservation  program  is  to 
have  oil  production  curtailed  to  balance  market  demand.  With  producers  who 
refuse  to  take  their  part  in  curtailment,  it  is,  has  been,  and  probably  always  will 
be  possible  for  such  producers  to  get  around  the  gas  wastage  law  and  still  over- 
produce. Another  thing  of  great  importance  is  the  fact  that  our  greatest  demand 
for  gas  occurs  in  the  winter  when  there  is  the  least  demand  for  oil  and  many 
producers  can  produce  vastly  in  excess  of  their  share  of  the  market  demand  for 
oil  and  still  waste  no  gas.  In  my  opinion,  the  only  proper  way  to  be  sure  that 
oil  production  will  be  properly  conserved  is  to  have  laws  to  actually  enforce  the 
proration  of  oil.     Voluntary  curtailment  cannot  hope  to  meet  this  problem. 

J.  R.  Pemberton. 

After  the  sending  of  that  communication,  did  you  send  any  supple- 
mental statement  to  the  committee? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  WoLVERTON.  Wliat  was  the  reason  for  the  supplemental  state- 
ment?    What  did  that  cover? 

Mr.  Pemberton.  After  I  had  written  that  letter,  I  remembered 
that  I  had  not  called  attention  to  the  existing  laws  in  California 
relating  to  the  conservation  of  gas  and  the  blowing  of  natural  gas  in 
the  air,  and  I  thought  it  advisable  to  follow  that  up  with  a  supplement 
to  cover  that  subject. 

Mr.  WoLVERTON.  Was  the  purpose  of  your  supplement  to  ask  addi- 
tional legislation  with  reference  to  the  present  gas  law,  that  it  might 
be  made  stricter  and  more  effective? 

Mr.  Pemberton.  No,  it  was  not  that,  although  the  thought  was 
expressed  in  the  supplemental  statement  that  perhaps  the  legislature 
might  devote  some  attention  to  improving  that  law,  while  they  were 
after  this  other  one. 

Mr.  Wolverton.  You  have  stated  in  your  letter,  from  which  I  read : 

There  is  today  gas  being  blown  into  the  air  in  many  oil  fields  in  large  volume, 
for  which  there  is  no  excuse  whatever. 

Now,  was  that  sentence  put  in  there  with  the  thought  that  by  bringing 

that  to  the  attention  of  the  committee  they  might  strengthen  the  gas 

laws? 

y  Mr.  Pemberton.  No,  but  to  call  their  attention  to  the  fact  that 

there  were  gas  laws  which  were  not  being  enforced,  and  at  the  same 

time  to  call  attention  to  the  futility  of  passing  an  additional  law  that 

they  did  not  intend  to  enforce. 

^  Mr.  Wolverton.  Did  you  make  any  suggestion  to  the  committee 

as  to  how  the  bill  might  be  amended  to  make  it  more  satisfactory? 

Mr.  Pemberton.  No,  sir;  I  did  not. 

Mr.  Wolverton.  Then  why — I  want  to  read  this  to  refresh  your 
memory : 

I  would  like  to  suggest  that  the  bill  be  amended  to  the  effect  that  the  operators 
themselves  should  elect  annually  a  committee  of  themselves,  which  committee 
would  have  the  authority  to  program  the  curtailment,  with  a  paid  commission 
perhaps  appointed  as  called  for  in  the  bill  to  constitute  a  board  of  appeal  on  the  part 
of  operators  who  care  to  protest  against  the  recommendations  of  the  elected 
committee. 

Now,  isn't  that  the  suggestion  of  an  amendment? 

Mr.  Pemberton.  I  thought  when  you  asked  the  first  question,  I 
thought  you  referred  to  an  amendment  to  the  existing  gas  law. 

Mr.  Wolverton.  Then  you  were  suggesting  only  an  amendment 
to  the  Atkinson  law? 
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Mr.  Pemberton.  Rather,  a  change  in  the  wording  of  the  Atkinson 
bill,  I  believe,  but  possibly  an  amendment;  yes. 

Mr.  WoLVERTON.  Did  you  intend  to  infer  that  if  any  amendment 
was  made,  that  you  would  be  in  favor  of  the  Atkinson  law? 

Mr.  Pemberton.  No,  sir;  I  put  that  statement  in  the  supplement 
because  I  had  heard  a  considerable  amount  of  discussion  among  the 
producers  about  the  terms  and  conditions  of  the  Atkinson  bill,  and 
there  had  been  expressed  by  quite  a  number  of  producers — they  didn't 
express  them  to  me,  but  in  my  presence,  that  the  principal  objection- 
able feature  in  the  Atkinson  bill  was  concerning  the  ability  of  the 
Commission  to  act  on  the  bill,  and  that  if  they  had  a  committee  similar 
to  our  central  committee,  there  would  be  far  less  objection,  and  if  the 
bill  were  in  that  form,  it  would  be  satisfactory  to  many  of  the  producers. 

Mr.  WoLVERTON.  Well  did  you  at  any  time  in  either  your  original 
letter  or  in  the  supplementary  statement  inform  the  committee  your 
position  on  the  Atkinson  bill? 

Mr.  Pemberton.  No,  sir.  The  letter  of  transmittal,  in  that  I 
particularly  went  to  the  trouble  of  telling  Mr.  Atkinson  that  I  was 
neither  opposed  to  it  nor  was  I  in  favor  of  it,  and  nothing  in  my  state- 
ment should  be  construed  as  an  indication  of  my  position  at  all. 

Mr.  WoLVERTON.  But  you  did  show  interest  enough  in  the  bill  to 
point  out  conditions  the  voluntary  curtailment  program  was  not  able 
to  meet  with,  and  further  how  the  bill  might  be  amended  to  be  more 
satisfactory? 

Mr.  Pemberton.  I  think  so;  yes.  I  think  that  anyone,  if  anyone 
feels  that  a  bill  may  be  passed,  that  he  should  say  what  he  would  like 
to  say  with  regard  to  some  of  the  clauses  in  the  bill. 

Mr.  WoLVERTON.  That  is  right.  I  think  you  are  right  in  that. 
Now  then,  vou  sent  a  telegram  dealing  with  the  gas  situation,  did  vou 
not? 

Mr.  Pemberton.  Yes,  sir;  but  not  to  Mr.  Atkinson,  though. 

Mr.  Wolverton.  I  think  it  was  to  Mr.  Atkinson.  It  was  dated 
April  10,  and  it  was  addressed  to  the  Honorable  Morris  Atkinson, 
Committee  on  Oil  Industry,  State  Capitol,  and  I  want  to  reiterate 
liere  that  this  did  not  come  to  me  in  any  way  through  Mr.  Atkinson, 
but  through  records  of  the  committee  that  were  made  available, 
which  enabled  me  to  have  a  copy  of  it.  I  say  that  in  all  justice  to 
Mr.  Atkinson  so  that  he  or  anyone  else  might  not  feel  that  we  had 
violated  any  confidence  which  you  might  have  requested  him  to 
respect  in  sending  the  letter  to  him. 

Mr.  Pemberton.  I  would  have  given  you  a  copy  of  it  myself. 
There  was  no  need  of  the  explanation  when  I  would  have  given  you 
a  copy 

Mr.  Wolverton.  I  think  maybe  you  would.  The  telegram  you 
sent  refers  to  gas  wastage  and  I  shall  read  it: 

GAS    WASTAGE 

Since  writing  my  supplementary  statement  to  yon  on  gas  wastage,  T  have  re- 
viewed the  kind  of  production  and  blow  to  the  air  of  gas  in  those  fields  which  are 
not  curtailing  in  oil  production  to  the  recommended  quotas,  and  I  am  astonished 
to  discover  that  the  actual  gas  wastage  in  the  fields  which  are  overproducing  is 
very  small  and  that  therefore  mere  enforcement  of  the  gas  law  would  n^t  in  any 
sense  solve  the  problem  of  overproduction  of  oil,  while  it  is  unquestionably  true 
that  the  strict  enforcement  of  the  gas  wastage  laws  would  be  helpful  in  reducing 


7g2  PETROLEUM  INVESTIGATION 

overproduction  in  a  few  hiu;h  gas-oil  ratio  fields.  In  most  fields  there  is  so  small 
a  proportion  of  natural  gas  in  the  formation  with  the  oil,  that  great  overproduction 
results  from  those  inclined  not  to  follow  the  curtailment  program  with  still  no 
wastage  of — 

the  continuity  seems  to  be  broken — 

thus  the  gas  wastage  laws  are  ineffective  to  prevent  overproduction  of  oil. 

Do  you  get  that  thought  that  I  just  read  from  the  telegram? 
Mr.  Pemberton.  Yes,  sir. 
Mr.  WoLVERTON  [reading]: 

Thus  the  gas-wastage  laws  are  ineffective  to  prevent  overproduction  of  oil. 
It  is  also  of  course  possible  through  the  application  of  artificial  gas  lifting  methods 
to  produce  large  quantities  of  oil  from  wells  through  the  introduction  of  gas  and 
recycling  of  such  gas,  thereby  circumventing  the  gas  wastage  laws.  The  ultimate 
objective,  of  course,  of  any  sound  oil  conservation  program  is  to  have  oil  produc- 
tion curtailed  to  balance  market  demand.  With  producers  who  refuse  to  take 
their  part  in  curtailment,  it  is,  has  been,  and  probably  alwaj-s  will  be  possible  for 
such  producers  to  get  around  the  gas  wastage  law  and  still  overproduce.  Another 
thing  of  great  importance  is  the  fact  that  our  greatest  demand  for  gas  occurs  in 
the  winter  when  there  is  the  least  demand  for  oil  and  many  producers  can  pro- 
duce vastly  in  excess  of  their  share  of  the  market  demand  for  oil  and  still  waste 
no  gas.  In  my  opinion,  the  only  proper  way  to  be  sure  that  oil  production  will 
be  properly  conserved  is  to  have  laws  to  actually  enforce  the  proration  of  oil. 
Voluntarily,  curtailment  cannot  hope  to  meet  this  problem. 

Now,  what  could  be  stronger,  than  those  words  that  you  closed 
that  telegram  with:  "The  only  proper  way  to  be  sure  that  oil  produc- 
tion will  be  properly  conserved  is  to  have  laws  to  actually  enforce 
the  proration  of  oil.  Voluntarily  curtailment  cannot  hope  to  meet 
this  problem."     Now,  what  could  be  stronger  than  that? 

Mr.  Pemberton.  There  could  not  be  anytliing  stronger. 

Mr.  Wolverton.  Evidently  you  and  I  agree. 

Mr.  Pemberton.  Of  course  the  facts  are  that,  to  be  sure — to  be  sure, 
I  say — that  for  your  curtailment  to  be  always  effectual  and  perfect 
is  to  have  laws  which  are  enforced.     That  is  correct. 

Mr.  Wolverton.  That  is  the  last  word,  is  it  not,  that  you  advanced 
to  Mr.  Atkinson  as  sponsor  of  tliis  legislation?  What  conclusion 
could  any  individual  come  to  who  is  interested  in  legislation,  from 
the  strong  language  you  have  used,  other  than  you  were  giving  support 
to  the  very  thing  he  was  trying  to  do  to  make  it  a  subject  of  State 
legislation  instead  of  a  voluntary  matter? 

The  only  proper  way  to  be  sure  that  your  production  will  be  properly  con- 
served is  to  have  law  to  actuallj'  enforce  the  proration  of  oil.  Voluntary  curtail- 
ment cannot  hope  to  meet  this  problem. 

Mr.  Pemberton.  That  is  a  little  strong  there  in  the  last  sentence. 
[Laughter.] 

Mr.  Wolverton.  I  assume  you  mean  it  is  a  little  strong  in  view  of 
the  testimony  you  have  given  today. 

Mr.  Pemberton.  No,  in  view  of  the  subsequent  facts,  that  our 
hopes  were  actually  justified,  that  we  really  did  get  curtailment  very 
effective.     It  looked  there  for  a  time  it  was  pretty  rocky. 

Mr.  Wolverton.  I  will  ask,  Mr.  Chairman,  this  letter,  the  explana- 
tory statement,  and  the  telegram  be  made  a  part  of  the  record. 

Mr.  Cole.  May  I  ask  Mr.  Wolverton  to  yield  at  this  point. 

Did  you  understand  this  morning  when  I  asked  you  if  you  wrote  a 
letter  to  the  legislature  about  the  Atkinson  bill  and  you  said  No,  that  I 
was  referring  to  this  correspondence? 
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Mr.  Pemberton.  No.     The  facts  are 

]\lr.  Cole.  What  did  you  think  I  was  talking  about  when  I  asked 
you  this  morning  if  you  had  taken  a  stand  on  this  legislation  while  it 
was  pen.ding  and  after  its  passage? 

Mr.  Pemberton.  I  want  it  clearly  brought  out  the  Atkinson  bill  as 
it  was  finally  enacted  was  not  by  any  stretch  of  the  imagination  the 
bill  that  was  being  considered  by  the  committee  at  that  time.  Atkin- 
son's name  was  of  course  attached  to  the  bill  in  its  original  state. 
Then  it  was  amended  and  changed  around  and  finally  in  the  form  in 
which  it  was  passed  was  unlike  the  original  bill,  so  I  have  not  and  did 
not  address  any  letters  to  anyone  concerning  the  Atkinson  bill  as  we 
understand  it  today. 

Mr.  Cole.  All  right.  I  understood  you  to  say  that  Mr.  Wolverton 
had  asked  you  for  this  letter  and  telegrams  and  that  you  would  supply 
them.     Do  you  have  some  copies  with  you? 

Mr.  Pemberton.  Have  I? 

Mr.  Cole.  Yes. 

Mr.  Pemberton.  I  haven't  here;  no. 

Mr.  Cole.  All  right. 

Mr.  Wolverton.  This  morning  you  said  you  would  like  to  make 
some  statement  about  price.     What  did  you  have  in  mind? 

Mr.  Pemberton.  No.  I  asked  if  you  wanted  to  ask  me  any  ques- 
tions about  price. 

Mr.  Wolverton.  That  is  very  encouraging,  to  have  the  witness 
suggest  that  to  me.  Well,  I  would  like  to  ask  you  some,  I  don't  know 
why  you  put  it  in  my  mind  to  do  it,  but  I  would  not  want  to  disappoint 
you,  and  I  will  accommodate  you.  What  variance  is  there  in  the  price 
that  is  paid  for  oil  in  this  State  that  is  used  in  the  domestic  market  as 
compared  to  the  price  that  is  paid  for  oil  that  is  sold  to  Japan? 

Mr.  Pemberton.  I  don't  know  what  price  Japan  pays  for  any  of 
its  oil  purchases. 

Mr.  Wolverton.  Do  you  know  whether  there  is  any  difference 
in  price  that  is  paid  in  the  immediate  field  in  which  your  industry 
operates  and  that  which  is  farther  removed? 

Mr.  Pemberton.  Do  you  mean  is  there  a  difference  in  the  price  paid 
for  oil  in  California  as  compared  to  Texas? 

Mr.  Wolverton.  No,  I  did  not  have  that  in  mind.  I  don't  think 
you  are  supplying  Texas  with  oil.     [Laughter.] 

Mr.  Pemberton.  No. 

Mr.  Wolverton.  Wliat  I  had  in  mind  was  this:  You  had  a  sliding 
price  scale  that  was  effective  some  places  and  other  places  it  was  a 
different  price  and  particularly  with  reference  to  the  oil  that  is  sold 
to  Japan. 

Mr.  Pemberton.  Well,  I  have  no  remarks  to  make  at  all  on  the 
prices  paid  by  piu'chasers  of  oil  for  oil  sent  out  of  California.  I  know 
nothing  of  that.  I  do  know  about  the  prices  paid  by  purchasers  of 
oil  to  producers  of  crude  oil  within  the  State. 

Mr.  Wolverton.  Is  there  any  variance  in  that  price? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  How  much  of  a  variance? 

Mr.  Pemberton.  There  is  a  great  variation,  due  to  the  gravity  of 
the  oil  and  the  location  of  the  oil. 
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Mr.  WoLVERTON.  Well,  of  course,  I  assumed  that  the  question  of 
gravity  might  be  a  factor  in  fixing  the  price. 

Mr.  Pemberton.  That  is  about  the  only  variation. 

Mr.  WonvERTON.  On  the  basis  of  the  same  type  of  oil,  is  there  any 
variance  in  the  price? 

Mr.  Pemberton.  I  believe  not,  except  with  respect  to  distance  from 
refineries  involving  the  pipe-line  transportation  charges  and  the  like. 

Mr.  WoLVERTON.  Wlio  could  give  me  the  information  with  respect 
to  the  prices  paid  by  domestic  users  and  the  price  paid  by  Japan  in 
its  purchases? 

Mr.  Pemberton.  I  don't  know,  other  than  the  marketing  companies 
themselves. 

Mr.  WoLVERTON.  Can  j^^ou  think  of  any  individual  that  would  have 
that  information  among  your  friends  here  in  this  audience  or  could 
give  us  this  information  or  assist  us  in  getting  the  information? 

Mr.  Pemberton.  I  don't  know,  unless  there  are  some  volunteers 
here.  I  believe  that  the  prices  that  are  paid  by  purchasers  of  oil  that 
is  shipped  out  of  California  are  known  to  the  sales  managers  of  the 
larger  companies.     I  don't  believe  any  of  them  are  here. 

Mr.  Wolverton.  You  do  not  wish  me  to  assume  that  they  have 
advisers  who  tell  them  to  stay  away,  do  you? 

Mr.  Pemberton.  Oh,  no.  This  matter  is  a  matter  foreign  to  the 
activities  of  a  sales  manager  and  I  would  be  surprised  to  find  any  of 
them  here. 

Mr.  Wolverton.  Well,  I  am  sorry  that  you  cannot  help  me  after 
suggesting  that  I  ask  you  some  questions. 

[Laughter.] 

Now,  let's  try  with  respect  to  why  there  is  a  difference  in  the 
refinery  gasoline  price  in  California  with  the  same  type  of  oil  in  the 
Texas-Gulf  Coast;  in  other  words,  the  information  I  have  is  that  the 
average  posted  crude  oil  price  from  1931  to  1938  in  California  was, 
Signal  Hill  oil,  27  grade  was  96.2;  the  average  yield  of  gasoline  from 
that  oil  was  13.6  gallons  and  that  the  actual  refinery  gasoline  price 
was  7.1,  whereas  in  Texas-Gulf  Coast  that  27  degree  gravity  oil,  the 
actual  refinery  gas  price  was  5.4.  In  other  words  there  was  almost  2 
cents  difference  or  to  be  accurate  a  cent  and  seven-tenths  difference. 

Mr.  Pemberton.  You  ask  me  to  explain  that? 

Mr.  Wolverton.  Yes. 

Mr.  Pemberton.  I  do  not  know  how  to  explain  that  at  all,  other 
than  to  say  possibly  the  costs  of  manufacture  in  Texa?  m.ight  be  lower, 
to  justify  such  a  price.  It  is  possible  in  comparing  oils  of  the  same 
gravity,  27-gravity  oil,  that  one  oil  may  have  a  little  more  gasoline 
in  it  than  another  oil,  although  they  are  both  of  the  same  gravity.  It 
might  be  possible  that  refiners,  to  manufacture  gasoline,  may  want 
oil  from,  which  they  can  recover  the  gasoluie  at  the  lower  price,  and 
still  make  a  profit.  My  idea  to  that  price  situation  is  that  these  prices 
seek  their  own  levels,  they  would  just  about  have  to  do  that,  to  do  it 
that  way. 

Mr.  Wolverton.  Had  you  finished? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Wolverton.  In  looking  at  the  report  I  have  before  me,  it 
would  seem  to  me  that  probably  the  most  ready  answer  is  the  fact  that 
in  California  you  only  produce  on  the  average  13.6  gallons  of  gasoline 
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from  a  barrel  of  oil,  whereas  in  Texas,  the  Outpost  Oil  Co.  produces 
18.2  gallons,  which  would  indicate  that  the  more  gasoline  taken  from 
oil,  the  cheaper  the  ]:)rice.  And  then  tm-ning  over  to  some  additional 
figures  that  I  have  here,  I  find  where  these  Texas  people  average  as 
high  an  average  of  gasoline  per  barrel  as  19  gallons.  In  the  Mid- 
Continent,  the  average  yield  of  gasoline  per  barrel  is  21  gallons.  In 
the  later  instance  the  price  is  only  4.7  cents,  indicating  that  the  higher 
the  yield  per  barrel  of  crude  the  lower  the  price  of  gasoline  per  gallon. 
Why  is  it  that  there  is  such  a  wide  variance  between  the  amount  of 
gasoline  j^er  barrel  of  oil  from  the  company  which  I  have  used  as  an 
illustration,  the  Signal  Hill  Oil  Co.,  and  the  Texas-Gulf  Coast  oil, 
both  of  which  produce  oil  of  the  same  gravity? 

Mr.  Pemberton.  I  oiii  sure  I  do  not  know,  unless  it  is  the  nature  of 
the  oil  itself  that  is  just  that  way. 

Mr.  WoLVERTON.  Could  it  be  that  that  production  behig  in  larger 
volume  than  it  should  be,  that  an  effort  is  not  made  to  crack  it  down 
to  the  extent  that  it  is  down  in  Texas,  in  other  words,  there  is  a  greater 
skimm.ing,  or  a  quicker  skimni.ing  of  the  oil,  and  taking  away  all  that 
you  can  get  out  of  it,  and  then  using  the  balance  for  storing  or  for  fuel 
purposes,  or  something  of  that  sort? 

Mr.  Pemberton.  I  doubt  if  that  is  likely  to  be  the  truth.  I  believe 
in  no  case  do  producers  or  refiners  leave  gasoHne  in  oil  that  they  can't 
extract,  unless  they  happen  to  have  orders  for  diesel  oil  or  something 
like  that,  which  is  the  next  cut  below  gasoline,  and  out  of  which  they 
can  make  more  money  than  going  to  the  trouble  of  making  more 
gasoline. 

Mr.  WoLVERTON.  The  reason  that  I  have  asked  you  to  ex]»lain  it — ■ 
and  if  you  do  not,  maybe  some  witness  that  follows  you  will — was  a 
statement  that  I  have  seen  [reading]: 

One  reason  given  for  California's  lower  cracking  operation  has  been  that,  with- 
out an  adequate  control  of  crude-oil  production,  the  refineries  have  been  compelled 
to  handle  such  a  large  volume  of  crude  that,  in  many  instances,  they  have  only 
"topped"  the  crude,  distilling  off  the  lighter  gasoline  fractions  and  storing  the 
remainder  as  fuel  oil,  frequently  in  reservoirs.  There  has  been  no  increase  in  the 
average  yield  of  gasoline  at  California  refineries  over  the  past  10  years. 

Is  that  statement  true  or  not,  and  if  not  true,  in  what  way  should 
it  be  corrected  or  in  what  way  is  it  wrong? 

Mr.  Pemberton.  I  am  unable  to  answer  that.  My  impression  is 
just  the  opposite,  but  I  realh^  do  not  know  what  the  refining  situation 
is. 

Mr.  WoLVERTON.  Well,  I  had  other  questions  that  I  wanted  to  ask 
you,  but  the  hour  has  gotten  too  late.  I  apologize  to  the  committee 
for  having  taken  up  so  much  of  their  time.  I  would  like  to  have  gone 
into  the  system  of  the  central  committee  and  to  get  some  explanation 
of  their  workings,  and  I  understand  that  that  is  one  of  the  things  that 
you  wanted  to  do,  because  you  were  fearful  of  the  antitrust  law.  But 
now  you  are  able  to  control  production  by  your  voluntary  curtailment. 
I  assume,  as  you  are  not  a  lawyer,  that  it  would  not  be'fair  for  me  to 
question  you  with  reference  to  that  matter. 

Mr.  Pemberton.  Well,  the  answer  is  that  we  did  not  at  any  time 
interfere  with  the  movement  of  oil  after  it  is  produced  into  commerce, 
and  it  is  their  desire  to  stabilize  the  business. 

Mr.  WoLVERTON.  The  thought  I  had  in  mind  was  that  if  the  State 
of  California  saw  fit  to  enact  legislation  that  would  enable  the  fixing 
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of  an  allotment  of  production  among  producers,  such  as  applies  in 
Texas  and  these  other  States,  and  which  arrangement  has  had  some 
recognition  from  the  Federal  Government  by  the  passage  of  the  so- 
called  Connally  "hot-oil"  law,  that  you  might  be  avoiding  any  possi- 
bility of  a  prosecution  under  the  antitrust  law.  I  assume  that  your 
counsel  has  advised  you  that  you  have  no  reason  to  be  fearful  of  a 
situation  like  that,  and  that,  while  you  could  not  control  prices,  you 
can  control  production.  You  may  be  justified  in  that,  but  I  have  not 
yet  been  able  to  see  the  distinction. 

Mr.  Pemberton.  We  made  no  attempt  to  control  production,  but 
simply  asked  the  producers  to  control  their  own  production. 

Mr.  WoLVERTON.  Well,  if  the  manufacturers  of  certain  goods  agreed 
among  themselves  as  to  control  of  the  production  of  their  products, 
I  think  there  would  be  some  department  of  the  Government  justified 
in  questioning  their  right  to  do  so. 

Mr.  Pemberton.  That  has  apparently  been  brought  to  the  atten- 
tion of  the  Government,  because  we  have  great  numbers  of  F.  B.  I. 
men  and  Federal  Trade  investigation  men  investigating  us  from  one 
end  to  the  other,  investigating  our  set-up,  and  as  far  as  I  have  ever 
heard,  they  have  not  found  anything  wi'ong  with  it. 

Mr.  Wolverton.  Well,  I  am  not  passing  upon  the  constitutionality 
of  wdiat  you  do  or  should  not  do.  It  may  be  that  the  advice  your 
industry  has  received  in  the  matter  is  good  and  maybe  my  thought 
is  wrong,  but  it  seems  to  me  that  it  is  worthy  of  consideration, 

Mr.  Cole.  Mr.  Pearson,  did  you  want  to  ask  a  question? 

Mr.  Pearson.  No. 

Mr.  Cole.  Any  other  members?  This  morning  you  referred  to 
page  505  of  the  hearing,  testimony  given  before  a  committee  in 
Washington,  in  which  Dr.  McLaughlin  stated  that  400,000,000  bar- 
rels of  oil  had  been  rendered  unrecoverable  by  the  waste  of  gas.  As 
I  recall  your  statement,  you  denied  that  any  such  loss  of  oil  occurred 
in  the  Texas  Panhandle  fields  by  the  blowing  of  gas  in  the  air.  Have 
I  correctly  quoted  your  testimony  this  morning? 

Mr.  Pemberton.  I  think  so.  The  idea  that  I  endeavored  to  con- 
vey was  any  oil  left  in  the  ground  there  is  not  a  permanent  loss,  such 
as  the  statement  reads,  "a  permanent  loss." 

Mr.  Cole.  Well,  you  did  in  so  many  words  this  morning  challenge 
the  statement  of  Dr.  McLaughlin. 

Mr.  Pemberton.  Yes;  I  did — and  I  do  now\ 

Mr.  Cole.  Are  you  personally  acquainted  wath  the  Panhandle 
field? 

Mr.  Pemberton.  I  have  been  there. 

Mr.  Cole.  Are  you  an  engineer  or  geologist? 

Mr.  Pemberton.  Yes;  I  am. 

Mr.  Cole.  Have  you  studied  the  field  to  such  an  extent  that  you 
feel  you  are  as  familiar  with  the  field  as  Dr.  McLaughlin? 

Mr.  Pemberton.  Yes;  I  am  very  familiar  with  the  field  and  at 
one  time  I  was  in  charge  of  drilling  some  wells  down  there  and  I  am 
familiar  with  the  geology  there. 

Mr.  Cole.  Now  if  you  are  not  willing  to  accept  Dr.  McLaughlin's 
statement  as  to  tlie  loss  of  oil  in  the  Texas  Panhandle,  I  want  to  read 
you  a  statement  to  the  same  effect;  here  it  is,  page  2238  of  our  1934 
hearings,  by  Mr.  Stalcoup,  vice  president  of  production  of  the  Skelley 
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Oil  Co.,  a  company  which  you  will  agree  is  a  big  producer  in  the  Pan- 
handle field.     Are  you  familiar  with  the  statement? 

Mr.  Pemberton.  I  believe  I  am. 

Mr.  Cole.  Instead  of  reading  it  to  make  it  a  part  of  my  question 
you  can  look  at  the  statement  and  we  will  adopt  it  by  reference  as 
part  of  this  question.  Does  that  cause  you  to  change  your  opinion 
in  any  respect? 

Mr.  Pemberton.  No,  sir;  it  does  not. 

Mr.  Cole.  You  see  the  language  to  which  I  refer? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  That  testimony  was  given  in  1934,  and  supports  the 
statement  of  Dr.  McLaughlin  in  1939,  does  it  not? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Mr.  J.  Howard  Marshall  has  been  referred  to  in  some 
of  the  questions.     You  know  him,  do  you? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  He  appeard  before  our  committee  in  1934  during  the 
hearings  in  this  city,  and  he  is  now  a  resident  of  this  State,  is  he  not? 

Mr.  Pemberton.  Yes,  sir. 

Mr.  Cole.  Mr.  Marshall  is  recognized  as  an  authority  on  the 
subject  of  conservation  of  oil  and  gas. 

Mr.  Pemberton.  On  the  legal  side  of  it,  certainly. 

Mr.  Cole.  The  legal  side  of  it.  I  will  read  from  an  article  by 
Mr.  J.  Howard  Marshall  entitled  "Legal  History  of  Conservation  of 
Oil  and  Gas  in  California,"  published  in  December  1938  by  the 
section  of  mineral  law  of  the  American  Bar  Association: 

Theoretically,  the  system  of  allocation  has  been  almost  identical.  Starting 
with  the  monthly  figures  of  the  United  States  Bureau  of  Mines,  forecasting  the 
demand  for  oil  in  the  State  as  a  whole — 

speaking  of  the  State  of  California  exclusively — 

this  central  committee — 

your  committee — 

has  allocated  the  estimated  demand  among  all  the  various  fields  and  wells  within 
the  State.  Practically,  however,  despite  valiant  eff"orts  on  the  part  of  an  oil 
Umpire,  the  executive  officer  of  the  committee,  and  enumerable  subcommittees 
and  field  committees,  the  voluntary  system  under  which  the  industry  has  labored 
has  been  but  a  makeshift  at  best.  For  the  committees  have  been  utterly  unable 
to  adhere  to  any  consistent  plan  or  system  of  proration.  Rather  they  have  had 
constantly  to  cut  and  fit  their  actual  allocations  to  meet  an  eternal  number  of 
individual  instances  where  particular  fields  and  particular  operators  have  either 
flatly  refused  to  curtail  their  production  at  all  or  have  curtailed  only  to  such  an 
extent  as  their  own  individual  desires  have  dictated. 

Do  you  agree  with  that  statement  of  Marshall? 

Mr.  Pemberton.  That  is  a  true  statement  of  the  conditions  at 
that  tim.e;  yes,  sir.  In  other  words,  our  voluntary  curtailment 
system  through  10  years  of  experience  has  improved  from  time  to 
time,  based  on  the  experiences  gained  from  time  to  time.  We  tried 
something  and  found  out  what  was  wrong  with  it  and  tried  something 
else  to  find  out  what  was  wrong  with  it.  There  was  a  continual 
shifting  of  methods  during  all  that  time. 

And  if  I  might  be  permitted  I  would  like  to  explain  as  to  the  inquiry 
concerning  oil  in  the  Panhandle,  and  the  statement  of  Mr.  Miller. 
Both  of  those  statements  refer  to  recovery  from  those  existing  wells 
there  under  the  conditions  under  which  they  are  produced.     Any  oil 
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that  has  not  been  produced  is  still  there  in  the  field  and  can  be  flushed 
out  and  obtained.  The  reservoir  of  oil  in  that  field  is  in  what  is 
called  granite  wash.  Granite  wash  has  probably  as  high  a  perme- 
ability as  any  conceivable  reservoir  that  could  contain  oil. 

Mr.  Cole.  Of  course  the  expense  to  do  that  is  prohibitive. 

Mr.  Pemberton.  I  would  not  say  so;  no. 

Mr.  Cole.  To  recover  100  percent  of  the  capacity  of  the  field. 

Mr.  Pemberton.  I  do  not  see  that  at  all. 

Mr.  Cole.  Why  don't  some  of  the  operators  do  that? 

Mr.  Pemberton.  That  would  require  commimity  operations  for 
the  whole  field  and  possibly  would  not  be  attempted  until  they  need 
the  oil.  Now  then,  that  amount  of  oil  constitutes  the  same  sort  of 
thing  as  we  would  have  in  a  field  with  500,000,000  barrels  of  oil  not 
discovered.  It  is  something  in  the  future  to  get  when  they  want  the 
oil.  In  Texas  they  have  a  superabundance  of  available  oil  from 
existing  wells.  There  can  be  no  question  that  it  certainly  would  be 
foolish  to  attempt  secondary  methods  of  recover}^  under  those  present 
conditions.  That  oil  is  not  a  permanent  loss  at  all,  the  dift'erence 
being  between  those  existmg  wells  and  wells  that  may  be  drilled 
sometime  later  on  to  secure  that  oil.  That  oil  actually  constitutes 
one  part  of  the  reserve  of  the  State  of  Texas,  which  is  not  given  credit 
in  the  estimate  of  their  total  reserves.  The  same  condition  exists  in 
California  in  many  fields,  all  fields. 

Mr.  Cole.  Thank  j^ou,  Mr.  Pemberton.     Mr.  Hogan. 

Gentlemen,  order,  please.  Before  proceeding  with  the  testimony  of 
Mr.  Hogan,  I  want  to  read  a  letter  into  the  record  dated  January  15, 
addressed  to  Hon.  William  P.  Cole,  Jr.,  M.  C,  chairman  of  the  sub- 
committee of  Interstate  and  Foreign  Commerce  Committee,  House 
of  Representatives,  Hotel  Biltmore,  Los  Angeles,  Calif. 

My  Dear  Colleague:  In  the  interests  of  consumers  dependent  on  petroleum 
products  from  California,  I  must  oppose  H.  R.  7372  and  strongly  urge  defeat  of 
this  measure. 

On  analysis  of  the  proposed  legislation — 

and  I  quote — let's  have  quiet  please — 

On  analysis  of  the  proposed  legislation,  I  am  of  the  opinion  that  its  provisions 
will  lead  to  monopoly  rather  than  true  conservation.  Further,  I  am  advised 
reliably  that  the  oil  States  are  producing  petroleum  with  an  efficiency  which 
could  hardly  be  improved  upon  by  a  bureaucratic  office  such  as  this  bill  would 
set  up. 

I  believe  in  the  true  conservation  of  our  natural  resources,  but  cannot  see  m}- 
way  to  support  what  I  believe  to  be  a  monopoly  measure  in  the  name  of  a  false 
conservation.  I  would  greatly  appreciate  your  reading  aloud  this  objection  into 
the  record  at  Los  Angeles. 

With  expressions  of  highest  regard  and  esteem,  I  am, 
Very  cordially, 

,IoHN  M.  Coffee, 
Member  of  Congress  of  the  Sixth  District  of  the  State  of  Washington. 

STATEMENT  OF  DANA  HOGAN 

All  right,  Mr.  Hogan. 

Mr.  Hogan.  Thank  you. 

Gentlemen:  My  name  is  Dana  Hogan.  I  am  an  independent  oil 
producer,  being  president  of  the  Hogan  Petroleum  Co.  I  am  president 
of  the  San  Joaquin  Valley  Oil  Producers  Association,  composed  of  oil 
companies  producing  oil  in  the  San  Joaquin  Valley.     I  am  a  director 
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of  the  Independent  Petroleum  Association  of  America,  the  American 
Petroleum  Institute,  the  Oil  Producers  Agency  of  California  and  the 
California  Oil  &  Gas  Association.  I  merely  state  that,  not  as  repre- 
senting them,  because  they  will  be  ably  represented,  one  of  them  before 
you  here  and  the  other  three  before  you  in  Washington.  Except  for 
2  years'  service  as  a  naval  officer  during  the  World  War,  I  have  been  in 
the  oil-producing  business  continuously  since  1912,  when  I  was 
graduated  from  the  University  of  Wisconsin,  after  studying  geology 
and  engineering. 

In  reviewing  the  testimony  submitted  to  your  committee  in  1934 
and  in  November  1939,  I  note  that  you  have  had  presented  to  you 
voluminous  statistics  and  reports  on  the  various  phases  of  the  oil- 
producing  industry.  I  will  avoid  repetition  and  burdening  you  with 
many  statistics,  but  instead  set  forth  the  opinions  of  independent  oil 
producers  regarding  the  Federal  Government  and  the  necessity  of 
control  by  it  of  our  industry.  ^^Iiat  figures  I  am  forced  to  use  are  in 
round  numbers  taken  from  current  Government  statistics  figured  down 
to  the  barrel.  I  will  tell  you  in  laymen's  language  the  things  they  and 
their  friends  are  thinking  of  and  talking  about,  which  I  know  will 
interest  you  and  other  Members  of  Congress  as  representatives  of  the 
people. 

My  statement  will  be  divided  into  three  parts. 

First,  showing  why  oil  producers  do  not  want  Government  control; 

Secondly,  some  of  the  bad  features  of  H.  R.  7372  as  it  affects  the 
indepencient  oil  producer;  and, 

Thirdly,  and  most  important,  since  national  defense  is  set  forth  as  a 
reason  for  H.  R.  7372,  a  discussion  of  the  national  and  p>articularly 
the  naval  reserves  and  how  they  aft'ect  the  independent  oil  producer 
in  the  San  Joaquin  Valley  since  the  principal  naval  petroleum  reserves 
are  located  therein. 

Last  year  I  served  as  a  member  of  the  fact-finding  committee  of 
five,  a  sort  of  a  grand  jury  selected  by  the  oil  producers  of  California, 
which  invited  all  California  oil  producers  to  appear  before  it  and  tell 
if  they  had  any  complaints  against  or  suggestions  to  improve  our 
system  of  voluntary  proration  and  conservation.  We  spent  4  months 
in  this  investigation,  which  is  somewhat  similar  to  your  investigation, 
and  held  meetings  throughout  the  State.  Our  recommendations  for 
certain  improvements  were  put  into  eft'ect  on  June  1,  1939,  and  for 
the  last  7  months  California's  system  of  voluntary  proration  and  con- 
servation has  been  as  good  or  better  than  States  having  State  control. 
During  those  4  months  of  hearings  and  study  many  independent  oil 
producers  appeared  before  us.  Not  one  of  those  producers  or  any 
one  of  the  many  others  I  know  has  ever  expressed  himself  in  favor  of 
the  principle  of  governmental  control  of  our  industry.  The  various 
reasons  for  this  attitude  may  be  summed  up  as  follows: 

(a)  They  can  find  no  one  who  can  convince  them  that  a  place  was 
set  aside  in  the  framework  of  our  Government  for  governmental  con- 
trol and  regulation  of  private  industry  and  enterprise  other  than 
police  power.  An  historical  study  of  the  Federal  constitutional  con- 
ventions of  the  various  States  of  the  Union  discloses  no  intention  of 
their  framers  to  have  Federal  or  State  Governments  be  given  complete 
power  to  regulate  to  the  smallest  detail  the  ordinary  operations  of 
industry.  Furthermore,  they  all  consider  Federal  control  of  industry 
as  invasion  of  States'  rights. 
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(b)  Since  their  experience  under  the  N.  R.  A.  they  know  that 
Government  control  fosters  monopoly.  It  makes  the  large  fellow 
stronger  and  the  small  fellow  weaker.  One  of  the  first  acts  of  the 
Petroleum  Administrative  Board,  composed  of  five  men  who  had 
never  had  a  day's  experience  in  the  oil  industry — and  I  do  not  speak 
wdth  prejudice,  because  two  of  them  are  very  good  personal  friends  of 
mine — was  to  drastically  reduce  by  curtailing  production  the  income 
of  the  oil  producer.  This  was  done  to  bring  the  national  production 
below  the  consumptive  demand  in  order  to  reduce  what  were  con- 
sidered excessive  inventories.  This  w^as  sound  economics  in  theory 
if  the  inventories  had  been  held  proportionately  by  all  oil  producers 
but  instead  the  inventories  were  concentrated  in  the  hands  of  the  large 
integrated  companies.  \^liat  happened  was  that  while  the  major 
companies  turned  their  inventories  into  cash  the  independent's  gross 
income  was  reduced  wdiile  his  expenses  remained  the  same.  Thus  he 
was  unable  to  build  up  reserves  to  drill  additional  wells.  If  an  oil 
producer  does  not  expand  nature  necessarily  contracts  him.  During 
the  N.  R.  A.  the  major  companies  acquired  strong  cash  positions 
which  enabled  them  to  take  on  promising  acreage  entailing  drilling 
expenditures  while  practically  all  the  independents  had  to  sit  by  watch- 
ing the  N.  R.  A.  procession  on  its  way  toward  forming  monopoly  b}^ 
increasing  the  large  companies'  positions  in  the  oil-producing  industry 
wdiile  the  independents  lost  ground.  And  the  price  to  the  consumer 
was  forgotten.  This  experience  is  too  fresh  in  the  minds  of  the  inde- 
pendent oil  producer  to  w^ant  any  more  of  Government  regimenting 
mdustry. 

After  the  Petroleum  Administrative  Board  had  fixed  up  the  inven- 
tories they  started  to  regulate  drilling.  A  man  had  to  get  a  permit 
from  the  Government  to  drill  a  well  in  any  field  discovered  after 
January  1,  1933,  a  date  some  6  months  before  the  N.  R.  A.  became  a 
law.  If  he  did  not  get  his  permit  he  w\is  told  he  could  not  market  the 
oil  from  his  unpermitted  well,  no  matter  what  his  lease  or  financial 
obligations  were,  how  many  men  he  would  have  to  discharge,  how 
badly  his  crude-oil  purchaser  needed  the  oil,  or  how  efficient  an  oper- 
ator he  was. 

I  can  state  a  very  bitter  incident  of  my  own  with  the  Petroleum 
Administrative  Board,  which  is  well  known  in  the  oil  industry  here, 
if  you  wanted  me  to. 

Mr.  Cole.  You  say  you  could  cite  an  unpleasant  incident? 

Mr.  HoGAN.  Very.    Would  you  like  to  have  me  cite  it  for  the  record? 

Mr.  Cole.  So  long  as  you  have  referred  to  it,  you  might  as  well 
give  it  to  us. 

Mr.  HoGAN.  I  will,  quickly.  I  drilled  to  5,865  feet  in  1933  the  first 
commercial  oil  well  in  the  Mountain  View  field,  located  some  8  miles 
southeast  of  Bakersfield,  Calif.  It  is  in  a  good-sized  field,  10  miles 
long,  and  it  has  produced  to  date  about  35  million  barrels  of  oil.  It 
was  the  forerunner  of  the  deep-oil-field  discoveries  and  drillhig  activity 
in  the  San  Joaquin  Valley  in  the  last  few  years.  I  had  acquired  a 
property  right  across  the  road  from  my  discovery  well.  My  obligation 
was  to  drill  a  well,  and  I  went  to  the  federalized  central  committee, 
asking  for  a  drilling  permit.  The  permit  w^as  refused,  as  they  said  it 
was  an  unnecessarj^  well  because  it  did  not  fall  in  line  with  the  Govern- 
ment's proposed  unit  scheme,  although  it  was  an  offset  well.  Accord- 
ingly I  was  ad\ised  by  one  of  the  members  of  the  Petroleum  Adminis- 
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trative  Board  to  go  to  Washington  for  relief.  I  flew  to  Washington. 
The  Board  had  all  the  data  regarding  the  case  there  in  Washington. 
I  tried  to  see  the  chairman  of  the  Petroleum  Administrative  Board. 

Twice  I  went  to  see  him.  He  was  too  busy  to  see  me.  I  finally  was 
seen  by  the  vice  chairman  of  the  Petroleum  Administrative  Board, 
who  is  now  the  attorney  for  the  National  Labor  Relations  Board,  and 
after  some  discussion,  he  stated  to  me,  "Mr.  Hogan,  why  do  you  not 
let  your  landlord  sue  jou?"  [Laughter.]  I  said,  "Well,  that  might 
be  all  right,  but  what  if  I  lose  the  suit?"  "Well,"  he  said,  "the  Govern- 
ment will  help  you  to  fight  tliis  suit."  I  said,  "Well,  that  is  fine; 
I  appreciate  that,  but  if  I  lose  the  suit  and  lose  the  property  and  still 
had  the  obligation  with  the  company  from  whom  I  bought  the  prop- 
erty, will  the  government  reimburse  me?"  He  said,  "Oh,  no;  Mr. 
Hogan,  we  cannot  do  that.  You  haven't  the  right  social  viewpoint 
about  this."  I  said,  "I  did  not  come  here  to  talk  about  social  view- 
points, I  came  here  to  talk  about  protecting  my  property  and  getting 
enough  money  to  meet  my  pay  roll" — I  did  not  v/ant  to  listen  to  any 
of  that  damned  nonsense.  He  said,  "I  don't  want  anybody  talking 
to  me  hke  that  in  my  ofRce."  I  said,  "Your  office?"  I  said,  "Tliis 
office  belongs  to  me  and  130  million  other  Americans,"  and  I  left  liini. 
I  went  back  and  I  drilled  the  well  and  everything  turned  out  all  right. 

The  P.  A.  B.  then  regulated  refineries,  telling  them  how  much  oil 
they  could  refine  and  how  much  gasoline  they  could  market.  They 
parceled  out  the  markets.  They  even  decided  to  regulate  exports  and 
imports  of  oil  wliich  I  always  thought  was  a  function  of  Congress  or 
the  Tariff  Commission.  They  tried  to  regulate  the  entire  industry 
down  to  its  smallest  detail.  Some,  particularly  the  large  fellows,  some 
of  whom  we  suspect  may  secretly  favor  H.  R.  7372,  proposed  under 
the  N.  R.  A.  and  were  willing  to  give  up  their  birtlmght  of  independ- 
ence for  assured  profits,  while  independents,  if  they  did  not  assert 
their  independence,  lost  their  shirts  or  were  left  on  the  sidelines.  The 
P.  A.  B.  paid  no  attention  to  the  fact  that  they  were  numbering  the 
independent's  days. 

They  did  not  offer  a  plan  to  subsidize  the  curtailed  independent 
by  giving  him  parity  payments  like  the  curtailing  farmers.  No;  it 
appeared  that  they  wanted  the  independent  producer  to  drop  out 
of  the  picture  so  that  with  only  a  few  large  oil  companies  left  it  would 
be  an  easy  task  for  the  Government  to  take  them  over  This  was  so 
aptly  expressed  by  a  high  Government  official  when  he  told  some 
California  oilmen  last  spring  in  Washington  that  there  were  too 
many  individual  oil  producers  and  they  should  be  eliminated.  You 
know  it  is  bad  politically  to  pick  on  the  little  fellows.  However,  they 
can  be  gotten  rid  of  by  an  economic  freeze-out  brought  about  by 
severe  governmental  regulation.  With  the  independents  out  of  the 
picture,  the  big  fellow  would  be  easy  pickings  as  it  is  always  successful 
politics  to  stir  up  the  people  against  large  corporations.  The  larga 
companies  know  this,  hence  the  future  of  the  oil  industry  lies  with 
the  independent.  The  large  companies  need  us  independents.  No 
longer  are  we  the  step-children. 

(c)  A  persistent  and  deep-rooted  conviction  that  small  salaried 
governmental  officials  are  not  fitted  to  run  an  industry.  If  they 
were  capable  they  would  be  in  industry  itself.  There  are  exceptional 
scientific  career  men  that  we  oilmen  respect  but  they  are  few  and 
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far  between.  Many  bui"eaucrats  change  their  viewpoints  and  atti- 
tude with  the  change  of  administration  so  that  one  cannot  depend 
on  theni  over  a  long  period.  Then,  too,  it  is  discouraging  for  men 
from  the  oil  fields  to  go  back  to  Washington  and  have  to  deal  Avith 
these  young  "hot  dog"  lawyers,  some  one  or  two  generations  removed 
from  Russia  but  still  imbued  with  current  Russian  ideas.  They  do 
not  speak  our  language.  They  have  a  political  ideology  and  philos- 
ophy foreign  to  om's.  No  oil  producer  has  any  confidence  in  the 
ability  of  the  present  Department  of  the  Interior,  from  the  head  on 
down,  to  manage  efficiently  his  business  or  the  business  of  any  other 
oil  producer.  The  Navy  Department  evidently  feels  the  same  way 
about  the  Interior  Department.  I  certainly  know  of  no  one  in  the 
Interior  Department  that  I  would  want  to  put  on  my  pay  roll  except 
some  of  the  scientific  career  men. 

(d)  Under  Government  control  one  could  not  plan  his  business 
future  ahead  with  confidence  for  over  4  years  for  fear  of  change  of 
administration  with  a  new  Secretary  of  the  Interior,  with  a  change 
of  policy,  and  new^  heads  of  departments.  You  know  in  your  hearts 
that  politics,  even  if  you  legislated  against  it,  would  play  a  big  role 
in  the  Government  control  of  this  rich  gigantic  industry  employing 
over  a  million  people.  What  a  feast  it  w^ould  be  for  the  bureaucrats. 
Nothing  is  so  galling  as  to  have  to  knuckle  down  to  some  public 
servant  w^lio  acquires  temporary  power  and  orders  j^ou  about  to  your 
detriment  if  you  are  on  the  wrong  side  of  the  fence  politically. 

(e)  Although  petroleum  geologists  were  practically  nonexistent  40 
years  ago  Secretary  Ickes  reversed  the  findings  of  three  previous 
Secretaries  of  the  Interior  and  declared  void  the  title  to  a  school 
section  of  desert  ground  in  the  San  Joaquin  Valley  on  the  grounds 
that  it  was  known  oil  land  many  decades  ago  and  the  fact  was  con- 
cealed from  the  Government.  It  may  seem  strange  but  many 
landowners  and  lessees  in  the  San  Joaquin  Valley  are  wondering  if 
he  may  try  to  cancel  the  patent  to  every  other  piece  of  ground  located 
therein  which  was  patented  through  homesteading  and  which  is  now 
oil  bearing,  by  saying  that  the  homesteader  knew  the  land  was  oil- 
bearing  but  concealed  the  fact  when  applying  for  a  patent.  We 
understand  the  Government  is  now  looking  into  the  titles  of  a  large 
landowner.  Is  this  the  opening  wedge  to  voiding  titles  to  patented 
oil-bearing  land  and  reinvesting  it  in  the  Government  somewhat 
similar  to  the  Mexican  methods?  From  the  lenient  way  the  present 
administration  has  treated  the  Mexican  government  following  their 
confiscation  of  American-owned  oil-producing  properties,  many 
think  it  is  in  sympathy  with  the  Mexican  methods  and  ideology. 
This  makes  us  uncertain  of  our  Government. 

(/)  After  the  Department  of  the  Interior  encouraged  continuance 
by  oil  marketers  of  N.  R.  A.  practices  and  methods  after  its  abolition, 
the  Department  of  Injustice — Department  of  Justice  indicted  the  oil 
marketers,  as  witness  the  Madison  trial  and  the  pending  of  Los 
Angeles  trial.  Talk  about  the  Finnish  traps  the  Russians  walked 
into,  they  were  nothing  compared  to  the  government  trap  the  oil 
marketers  walked  into  by  placing  their  confidence  in  the  Department 
of  the  Interior.  Do  you  wonder  that  no  oil  man  trusts  the  present 
Department   of    the    Interior? 

.  (g)  Despite  the  large  inventories  of  heavy  fuel  and  crude  oil  in 
California  and  the  strict  curtailment  of  the  small  heavy  oil  producer 
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in  California  to  a  bare  living  wage,  our  State  Department  makes  a 
trade  treaty  with  Venezuela  reducing  the  excise  tax  on  the  cheaply- 
produced  and  lightly  taxed  Venezuelan  crude  and  fuel  oil  from  21 
cents  a  barrel  to  10 K  cents  a  barrel  and  about  doubling  the  amount  of 
allowable  oil  imports.  This  was  another  deathly  blow  to  the  producer 
of  heavy  crude  oil  in  the  San  Joaquin  Valley  but  no  attention  was 
paid  by  the  State  Department  to  our  protests.  The  only  companies 
invited  by  the  State  Department  to  confer  on  this  matter  were  the 
Standard  Oil  of  New  Jersey  and  the  Gulf  Oil  Co.  who  control  the 
production  and  importation  into  the  United  States  of  nearly  all  of 
the  crude  and  fuel  oil  being  imported.  The  independents  made  a 
strong  fight  for  this  21-cent  excise  tax,  which  as  you  know  is  not  in 
the  tariff  bill  but  has  been  enacted  every  2  years  by  Congress  as  part 
of  the  revenue  bill.  We  Californians  had  looked  forward  to  being 
able  to  recapture  our  eastern  seaboard  fuel  oil  markets  when  the  de- 
mand for  fuel  oil  on  the  east  coast  recently  grew  larger  and  the  price 
per  barrel  was  increased  to  a  point  where  it  would  pay  to  ship  oil 
east  and  reduce  our  heavy  inventories.  Then  came  the  announcement 
by  Secretary  Hull,  illegally  made  some  think,  that  he  had  negotiated 
this  trade  treaty  with  Venezuela  and  had  cut  the  oil  excise  import 
tax  in  two.  Since  we  have  a  treaty  with  Mexico  which  has  a  "favored- 
nation  clause,"  this  means  that  the  reduction  to  lOK  cents  per  barrel 
will  apply  to  the  oil  the  Mexican  Government  has  stolen  from  Ameri- 
can companies.  Do  you  wonder  why  the  independent  out  here  has 
no  confidence  in  the  State  Department  which  thinks  more  of  the 
goodwill  of  Venezuela  and  Mexico  than  it  does  of  its  own  citizens? 

{h)   [Laughter.] 

Mr.  Cole.  Mr.  Hogan,  it  just  occurred  to  me  your  alphabet  rivals 
that  of  the  New  Deal." 

Mr.  Hogan.  We  are  very  proud  of  the  accomplishments  of  our 
industry.  Our  technique  is  used  practically  every  place  in  the 
world.  Where  it  is  not  used  waste  appears,  as  witness  Russia  who 
with  her  tremendous  reserves  seems  to  be  unable  to  increase  her  pro- 
duction in  the  past  few  years  despite  her  heavy  drilling  campaign. 
Her  production  with  no  curtailment  is  now  only  abou^  five-sixths 
that  of  California's  strictly  curtailed  production. 

We  have  m^ore  confidence  in  ourselves  than  in  the  Government 
to  protect  the  consuming  public  because  we  are  a  highly  competitive 
business ,  which  has  kept  the  price  of  its  products  down  to  the  con- 
sumer while  improving  its  quality. 

We  think  we  have  done  a  wonderful  job  here  in  California  with  our 
voluntary  curtailment  system  for  in  the  face  of  mounting  potentials 
caused  by  a  continuous  "bringing  in"  of  big  wells  our  producers  have 
voluntarily  and  effectively  curtailed  our  production  and  eliminated  all 
waste  as  is  humanly  possible.  The  last  8  months  has  witnessed  a 
substantia]  reduction  of  inventories  here  after  a  normal  addition  during 
the  first  4  winter  months.  This  is  conclusive  proof  that  the  California 
oil  producers  have  solved  the  conservation  problem,  for  the  benefit 
of  themselves  and  the  consuming  public,  fairly  and  squarely  without 
politics  and  corrpuption. 

All  of  the  foregoing  explains  why  a  resolution  opposing  H.  R. 
7372  was  passed  unanimously  by  the  San  Joaquin  Valley  Oil  Pro- 
ducers Association  at  its  annual  dinner  meeting  in  Bakersfield,  Calif., 
December  6,  which  was  attended  by  185  independent  oil  producers. 
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If  I  might  present  this  for  the  record,  or  do  you  care  to  have  me 
read  it? 

Mr.  Cole.  That  is  the  same  resolution  you  sent  to  me  with  the  letter 
requesting  it  be  made  a  part  of  the  proceedings? 

Mr.  HoGAN.  Yes. 

Mr.  Cole.  We  will  put  it  in  at  this  point. 

RESOLUTION    REGARDING    PROPOSED    H.   R.  7372    FEDERAL    OIL    CONTROL    BILL 

Whereas,  the  San  Joaquin  Valley  Oil  Producers  Association  believes  that  in 
order  to  maintain  the  present  form  of  government  and  world  leadership  of  the 
United  States  it  is  necessary  to  continue  its  system  of  free  initiative  and  enter- 
prise, and 

Whereas,  the  American  Petroleum  industry  has  grown  to  be  the  second  largest 
industr}^  in  the  United  States  without  any  form  of  governmental  help,  financial 
or  otherwise,  and 

Whereas,  the  American  petroleum  indiistr.y  within  the  past  decade  has  become 
united  in  the  belief  that  conservation  methods  and  plans  are  of  paramount  im- 
portance not  only  to  the  industry  and  the  individual  producer  but  to  the  country 
as  a  whole  and  following  this  belief  has  eliminated  as  far  as  humanty  possible  all 
wasteful  methods  of  producing  petroleum  and  gas,  and 

Whereas,  we  believe  that  the  great  strides  made  in  research  and  improvement 
of  technique  in  producing,  transporting,  refining  and  marketing  of  petroleum  and 
gas  would  not  have  been  possible  under  an  un-American  system  of  Federal  control 
of  our  industry  which  would  stifle  and  discourage  individual  enterprise  and  ini- 
tiative, and 

Whereas,  a  bill  has  been  introduced  in  the  United  States  House  of  Representa- 
tives, No.  7372,  which  would  place  under  a  new  Federal  bureau  absolute  control  to 
the  smallest  detail  of  the  business  of  every  petroleum  and  gas  producer  in  the 
United  States:  Now,  therefore,  be  it 

Resolved,  That  the  San  Joapuin  Valley  Oil  Producers  Association  declares  its 
opposition  to  the  enactment  by  Congress  of  House  Bill  No.  7372  and  that  such 
opposition  be  made  known  to  the  Members  of  Congress  who  are  urged  to  vote 
against  this   bill. 

Bakersfield,  Calif.,  December  6,  1939. 

I  will  now  take  up  by  paragraph  some  of  the  bad  features  of  the 
proposed  H.  R.  7372  as  they  affect  the  independent  oil  producer. 

Section  2  (a):  This  declaration  of  policy  states  an  untruth  in  that 
it  says  Congress,  which  means  the  majority  of  Senators  and  Repre- 
sentatives, if  this  bill  is  passed,  has  found  wasteful  methods  and 
practices  m  the  production  of  oil.  There  ma}^  be  waste  thereafter 
accordmg  to  the  definition  of  waste  set  forth  m  section  6  (b)  but  those 
definitions  are  not  necessarily  true  because  some  "hot  dog"  has 
thrown  Mr.  Webster's  definition  out  the  window  and  has  redefined 
waste  to  suit  his  case.  If  you  only  knew  how  anxious  a  small  pro- 
ducer is  to  conserve  and  sell  every  foot  of  gas  and  every  barrel  of  oil 
he  can  and  to  recover  all  the  oil  and  gas  out  of  his  wells  that  is  humanly 
possible,  you  as  repesentatives  of  the  people  would  never  subscribe 
to  this  unequivocal  assertion  of  waste. 

In  Section  6  (b):  (1)  the  regulation  for  the  spacing  and  location  of 
wells  necessarily  would  have  to  be  empu'ical  with  no  exceptions 
granted.  Any  experienced  producer  and  liis  engmeers  and  geologists 
know  this  provision  could  def'^at  its  purpose  by  possibly  causing  waste 
by  leavmg  oil  in  the  ground  due  to  miproper  spacmg.  No  two  fields 
in  California  are  alike  and  cannot  be  treated  alike.  Before  an  inde- 
pendent oil  producer  acquu'es  a  property  he  figures  out  its  economic 
value  by  determming  how  to  get  the  most  oil  out  of  the  ground  in  the 
cheapest  and  most  efficient  way  at  the  same  tune  using  the  best  and 
most  successful  engineering  practices  and  conformmg  to  existing 
voluntar3'  or  State  regulations,  unit  plans,  etc.  concerning  that  pool  or 
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field.  Voluntary  unit  plans  were  in  operation  long  before  Mr.  Ickes 
ever  heard  of  them.  To  have  someone  m  far  off  Washmgton  tell  an 
operator  out  here  how  to  drill  and  operate  his  property  would  be  im- 
practical and  most  of  all  productive  perhaps  of  physical  and  economic 
waste. 

In  section  6  (b)  (6),  to  promulgate  rules  to  prevent  the  escape  of 
crude  oil  from  a  productive  formation  through  drainage,  seepage,  or 
uncontrolled  migration  would  also  be  absurd.  It  is  the  unrealizable 
dream  of  the  oil  prochicor  to  be  able  to  prevent  this.  If  such  a  rule  or 
regulation  were  made  I  can  foresee  a  lawsuit  on  every  producing 
property  in  the  United  States.  An  independent  with  a  margin  of 
profit  of  a  few  cents  a  barrel  could  not  stand  the  cost  of  litigation  and 
possible  payment  of  damages. 

Section  6  (b)  (9)  concerns  reservoir  energy.  This  would  be  the 
cause  of  endless  arguments  between  oil  producers  and  Government 
officials.  The  independent  who  cannot  afford  an  expensive  staff  of 
engineers  and  geologists  would  naturally  lose  out  against  the  large 
and  expensive  staff  of  Government  men. 

Section  6  (c)  (2).  In  California  where  the  oil  sands  are  lenticular 
and  not  consistent  in  character  and  are  not  blanket  sands  of  fairly 
even  thickness  and  composition  the  same  yardstick  cannot  be  used  for 
any  two  fields.  If  any  independent  were  operating  in  several  fields 
he  would  have  to  hire  an  additiomil  engineer  just  to  be  constantly 
sitting  in  with  the  Government  engineers. 

Section  7  woidd  give  the  Government  the  right  to  disapprove  of  a 
voluntary  agreement  made  between  operators  after  many  weeks  of 
hard  work,  argument,  study,  and  intimate  knowledge  of  the  local 
conditions.  This  agreement  might  contain  special  provisions  to 
protect  the  independents  against  the  large  companies  in  that  field  and 
later  the  large  staffs  of  engmeers  maintained  by  large  companies  might 
convince  the  Commissioner  of  its  undesirability,  who  would  then 
outlaw  by  an  order  the  voluntary  agreement.  Most  every  agreement 
entered  into  voluntarily  is  a  happier  one  than  those  forced  upon  you. 

Section  10  indicates  that  this  bill  is  not  confined  to  oil  producing 
but  goes  into  refining,  storage,  transmission,  and  distribution  of  oil 
products.  This  makes  the  independent  suspicious  of  the  purpose  of 
the  officials  who  wrote  or  approved  this  bill.  Is  it  that  under  the 
plea  or  excuse  of  conservation  they  want  to  acquire  control  of  all 
phases  of  the  industry? 

Section  12  (c)  could  mean  that  while  an  independent  was  on  a 
vacation  trip  or  perhaps  back  in  Washington  groveling  before  some 
autocratic  public  servant  he  would  be  liable  for  some  wasteful  act 
his  foreman,  in  carrying  out  his  orders,  might  perform  unaware  of 
some  new  regulation  published  in  the  Federal  Register. 

Section  13  (b).  This  would  mean  that  the  Commissioner  could 
bring  an  action  against  you  before  you  ever  turned  a  spade.  If 
improperly  used  this  power  could  prevent  anyone  from  engaging  in 
well  drilling  or  producing  even  to  protect  a  property,  if  the  Commis- 
sioner wanted  to  keep  you  out  of  the  oil  business. 

Section  15  (e).  If  an  independent  won  his  appeal  in  court  against  the 
Commissioner's  order  or  regulation  but  the  Commissioner  by  order 
has  closed  down  the  appealer's  oil  wells  pending  the  outcome  of  the 
appeal,  who  is  going  to  recompense  him  for  his  loss  of  income,  fixed 
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expenses,  possible  damage  to  the  wells  being  shut  in,  and  the  loss 
of  oil  by  drainage  of  offsetting  wells?  Should  not  the  Government 
reimburse  him  if  the  courts  say  the  Commissioner  was  wrong? 

Section  17  (a)  states  that  the  Commissioner  does  not  have  to  keep 
any  records  or  provide  for  the  inspection  and  examination  of  such 
records  if  kept.  What  chance  has  a  little  fellow  against  a  one-sided 
shell  game  like  that?     [Laughter.] 

Section  17  (c)  states  that  regulations  only  have  to  be  published  in 
the  Federal  Register.  What  oil  producer  knows  about  the  Federal 
Register?  How  can  an  independent  run  back  to  Washington  ever 
so  often  to  look  into  the  Federal  Register  for  new  regulations?  He 
would  have  to  hire  someone  in  Washington  to  examine  the  Register 
every  day  or  else  subscribe  to  it,  receiving  it  perhaps  several  months 
after  the  regulations  came  out. 

I  would  now  like  to  discuss  the  question  of  the  necessity  of  H.  R. 
7372  for  national  defense  and  the  effect  of  the  naval  reserves  located 
in  the  San  Joaquin  Valley  upon  the  future  of  the  independent  oil 
producer  in  that  area..  I  want  to  preface  my  remarks  by  stating  that 
I  am  and  have  been  for  the  past  few  years  a  director  of  the  Los  Angeles 
Chamber  of  Commerce  and  chairman  of  its  naval  affairs  committee. 
In  that  capacity  it  has  been  my  duty  and  my  privilege  to  perform  such 
services  to  promote  the  efficiency  of  the  Navy  and  the  welfare  of  its 
personnel  as  the  Navy  may  request  of  us.  I  have  also  served  in  the 
past  as  a  member  of  the  national  naval  affairs  committee,  the 
national  aeronautics  committee,  and  the  national  foreign  relations 
committee  of  the  American  Legion.  I  am  a  pro-navy  man  but  am 
going  to  set  forth  the  views  of  a  person  who  understands  and  is 
sympathetic  to  both  sides  of  the  picture. 

As  you  know,  Naval  Petroleum  Reserve  No.  1.  comprising  the  Elk 
Hills  large  anticlinal  dome  is  owned  almost  entirely  by  the  Federal 
Government  except  for  some  land  m  the  center  of  same  which  has  not 
been  highly  productive  of  oil  but  of  gas,  and  the  development  at  the 
east  end  of  the  structure  from  which  resulted  in  considerable  production 
of  oil.  However,  the  production  to  date  in  these  two  areas  has  come 
from  the  formations  of  Pliocene  age.  The  lower  formations  of  Miocene 
and  Eocene  ages,  in  which  production  of  major  proportions  have  been 
discovered  in  the  past  few  years  at  great  depths  to  the  north,  northeast, 
east,  and  southeast  of  Elk  Hills,  have  not  as  yet  been  explored. 
They  will  undoubtedly  be  productive  under  the  Elk  Hills. 

The  consensus  of  best  geological  opinion  is  that  the  untested  Miocene 
and  Eocene  sands  in  the  Elk  Hills  structure  are  not  being  aft'ected 
by  the  production  from  those  formations  in  the  fields  which  surround 
Elk  Hills,  but  are  protected  by  nature.  Hence,  to  have  a  perfect 
reserve  the  Navy  Department,  for  the  price  of  a  battleship,  could 
perhaps  buy  up  all  of  the  land  held  by  others  in  the  Elk  Hills.  It  may 
be  that  it  could  be  done  without  purchase  if  Secretary  Ickes  remains  in 
office  much  longer  and  issues  findings  that  the  privately  owned  oil 
lands  were  fraudulently  patented  and  obtained.  The  estimates  of  the 
untapped  reserves  in  Elk  Hills,  which  include  undeveloped  Pliocene 
formations  as  well  as  the  Miocene  and  Eocene  range  from  400  million 
to  a  billion  barrels.  I  am  inclined  toward  the  latter  figure.  Since 
it  is  a  safe  prediction  to  say  that  the  oil  from  the  Miocene  and  Eocene 
will  be  high  gravity  one  might  say  that  a  barrel  of  high  gravity  oil 
sold  in  the  open  market  would  buy  2  barrels  of  fuel  oil.     Therefore 
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yoii  might  say  that  in  Naval  Reserve  No.  1  there  is  a  potential  reserve 
of  2  billion  barrels  of  fuel  oil,  which  at  the  present  rate  of  Navy 
consumption  would  supply  the  Navy  with  fuel  oil  for  over  200  years. 
We  understand  that  an  appropriation  is  to  be  made  for  the  Navy  to 
form  a  drilling  organization  to  test  out  the  extent  of  the  producing 
formations  of  Pliocene,  Miocene,  and  Eocene  ages  and  also  to  deter- 
mine the  boundaries  of  the  producing  oil  sands.  A  staff  of  petroleum 
technologists  and  consulting  geologists  have  been  commissioned  as 
lieutenant  commandeis  and  lieutenants  in  the  Naval  Reserve,  and 
have  been  working  on  this  jjroblem  for  several  years.  Also,  a  skeleton 
drilling  organization  has  been  formed.  This  will  mark  the  advent  of 
the  Navy  into  the  drilling  and  producing  business. 

Naval  Petroleum  Reserve  No.  2,  which  comprises  the  Buena  Vista 
Hills  domal  anticline,  is  divided  about  half  way  between  private  owner- 
ship and  Government  ownership.  However,  the  Government-owned 
lands  are  operated  under  lease  by  private  concerns. 

It  is  a  well  known  fact  that  the  capable  operators  in  that  field  have 
cooperated  in  everj^  respect  with  the  Federal  Government.  It  is 
perhaps  best  to  have  the  present  arrangement  continue  although  the 
Government  could  trade  some  of  its  mineral  ownerships  in  No.  2  for 
private  lands  in  Reserve  No.  1.  There  is  no  reason  why  the  Navy 
could  not  keep  their  royalty  money  in  a  separate  funci  for  emergencies 
instead  of  having  to  turn  it  into  the  Treasury's  general  fund  and  then 
getting  it  appropriated  out  agahi.  Despite  its  deep  sands  possibilities 
it  is  difficult  to  estabhsh  what  this  reserve  means  to  the  Navy  for  it  is 
not  a  true  reserve.  However,  the  development  of  deeper  zones  should 
be  held  back  for  future  use  as  well  as  Naval  Reserve  No.  1. 

There  has  been  one  well  drilled  on  the  Miocene  formations  in  the 
Buena  Vista  Hills,  so  I  am  informed,  and  they  found  the  sands  to 
contain  oil.  The  independent  producer  hopes  such  will  be  the  case 
as  tiiere  is  no  need  now  for  the  light  gravity  oil  and  if  it  were  developed 
and  put  on  the  market  m  the  near  future  it  wou.ld  seriously  adversely 
aflect  the  San  Joaquin  Valley  heavy  oil  producers  by  crowding  their 
oil  out  of  the  picture  and  disrupting  the  market,  thereby  causing 
tremendous  economic  and  no  doubt  physical  waste.  No  oil  should 
be  taken  out  of  the  naval  petroleum  resers^es  or  naval  oil  [shales 
reserves  except  as  is  absolutely  physically  necessary. 

In  California  alone  we  have  today  about  154,000,000  barrels  of  oil 
products  in  tanks  and  reservoirs  of  which  52  percent  or  80,000,000 
barrels  is  fuel  oil.  The  entire  Navy  and  Army  present  west  coast 
needs  are  less  than  9,000,000  barrels  a  year  of  which  7,000,000  barrels 
is  fuel  oil.  Under  our  strict  curtailment  system  California  can  produce 
the  Navy's  annual  needs  in  15  days  and  the  entire  Ignited  States  can 
do  Hkewise  m  2  days  and  10  liours.  Hnrestricted,  California  could 
produce  the  Navy's  annual  needs  in  5  days  and  the  entire  United 
States  could  do  it  in  20  hours. 

There  is  no  need  to  further  emphasize  the  tremendous  reserves  of 
crude  petroleum  and  oil  shales  in  sight,  except  to  say  that  at  the 
present  rate  of  Navy  consumption,  which  should  not  increase  tre- 
mendously in  time  of  war  as  practically  every  one  of  our  naval  vessels, 
except  some  old  destroyers,  are  in  commission  afloat  right  now  and 
as  the  consumption  rate  in  time  of  peace  will  perhaps  remain  fairly 
static  due  to  improvements  in  machinery,  consumptive  methods,  and 
so  forth,  there  is  enough  oil — according  to  governmental  figures — to 
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take  care  of  the  Navy  alone  for  10,900  years.  If  you  apply  the  gov- 
ernmental figure  of  lYi  barrels  of  oil  per  ton  of  coal  to  our  3,200,000,- 
000,000  tons  of  coal  we  would  have  an  additional  400,000  years  of 
naval  supplies.  As  the  Navy  consiunption  is  only  seven-tenths  of  1 
percent  of  the  national  consumption  you  can  readily  see  that  even  if 
the  rest  of  the  country  continued  to  produce  99.3  percent  of  the  oil 
produced  there  would  still  be  enough  for  the  country  and  Navy  for 
110  years  just  from  our  known  reserves  of  crude  petroleum  and  oil 
shales  while  added  to  this  the  possible  oil  from  our  coal  of  4,028  addi- 
tional years,  would  make  a  total  of  4,128  years,  I  do  not  think  we 
should  concern  ourselves  with  conditions  4,128  years  from  now. 
[Laughter.] 

In  a  few  years  more  of  technical  advance  the  cost  of  gasoline  from 
coal  shoidd  be  down  to  12  cents  per  gallon.  Compare  this  with  the 
20  cents  a  gallon  cost  to  the  public  of  gasoline  made  from  crude  oil 
20  years  ago.  I  have  visited  the  oil  mines  at  Pechelbron  in  Alsace- 
Lorraine,  France,  and  at  Wietze,  near  Hanover,  northwestern  Ger- 
many. They  recover  about  2  barrels  of  oil  to  a  ton  of  oil  sand  mined 
or  about  one-third  of  volume.  This  is  more  profitable  than  coal  min- 
ing over  there.  I  can  take  you  to  a  well  five  blocks  from  this  hotel 
where  E.  L.  Doheny  and  C.  A.  Canfield  in  1892  discovered  the  Los 
Angeles  City  oil  field  by  digging  a  shaft  180  feet  deep.  The  eminent 
Dr.  Bergius,  who  invented  the  hydrogenation  process  of  making  oil 
out  of  coal,  in  1933  showed  me  in  operation  at  Heidelberg,  Germany, 
his  plant  which  makes  gasoline  out  of  sawdust  and  ground  up  slabs  of 
wood.     It  has  been  operating  successfully  for  6  j-ears. 

I  want  to  impress  upon  you  that  an  early  exhaustion  of  our  reserves 
is  not  imminent  but  rather  the  reverse  and  that  the  argument  of 
governmental  control  of  the  oil  industr}^  for  national  defense  is  weak 
and  should  carry  no  weight  in  a  thoughtful  Congressman's  mind. 
Furthermore  I  do  not  see  the  need  for  any  more  naval  petroleum  and 
oil  shale  reserves  so  long  as  we  have  an  efficient  oil  industry  ready 
to  supply  its  needs  quickly  and  cheaply  from  its  large  inventories  and 
the  above  mentioned  tremendous  known  reserves. 

Why  single  out  the  oil  industry  from  the  other  great  industries 
which  are  just  as  necessary  for  national  defense? 

If  the  navy  is  still  imconvinced  about  an  imminent  shortage,  which 
if  it  ever  does  come  in  the  next  1 10  to  4,128  years,  it  will  come  gradually 
so  that  everyone  will  be  prepared,  why  not  have  Congress  appropriate 
the  equivalent  cost  of  a  couple  of  battleships  and  buy  the  entire 
output  of  an  ideal  oilfield,  paying  partly  in  advance  and  arranging  to 
take  it  out  only  as  the  Navy  needs  it  but  leaving  the  operation  of  the 
property  in  private  hands  so  as  not  to  depart  from  the  principle  of 
Government  not  being  in  industry.  Wliy  shoidd  not  some  of  the 
Government  monev  come  back  to  the  oil  producer  since  the  oil  industry 
pays  annually  over  $1,000,000,000  in  taxes. 

The  Navy  does  not  like  to  see  California  oil  going  to  Japan.  It 
has  been  going  there  for  the  last  50  years  and  a  certain  economy  has 
been  built  up  in  California  on  its  oriental  oil  trade.  You  no  doubt 
loiow  that  California  supplies  less  than  half  of  the  petroleum  products 
imported  into  Japan.  As  she  can  get  it  elsewhere  an  embargo  on  oil 
to  Japan  would  not  wreck  her  but  would  wreck  the  California  oil 
industry  as  our  oriental  trade  takes  about  one-eighth  of  our  products. 
If  the  income  of  the  independent  oil  producer  is  further  reduced  by 
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the  (jovernmeiit  cutting  off  an  important  part  of  our  market  tliey 
should  give  the  oil  producer  a  parity  payment  to  keep  his  net  income 
up  to  the  pre-embargo  level.  Since  this  would  be  a  national  defense 
]>roblem  the  entire  country  shoud  contribute  just  as  the  residents  of 
New  York  City  and  other  cities  contribute  to  the  parity  payments 
to  the  California  cotton  growers,  of  which  1  am  one.  An  embargo 
will  certainly  not  help  our  relations  with  Japan  and  might  force 
her  into  drastic  action  to  obtain  oil  fields.  This  might  start  a  Pacific 
Ocean  w  ar  which  would  certainly  mean  our  participation  in  same. 

I  know  of  no  independent  who  is  not  in  favor  of  conservation  and 
using  the  best  known  methods  to  produce.  What  they  do  object  to 
is  conservation  being  forced  upon  them  by  commissions  and  bureauc- 
racies. They  object  to  Government  by  commission  but  not  to 
Government  by  statute. 

In  conclusion  1  would  say  that  the  good  old  days  for  cpiick  payouts 
for  the  independent  oil  producer  are  gone.  The  oil  producers  are  a 
hardy  and  adventurous  lot  and  they  are  doing  voluntarily  at  financial 
sacrifices  what  the  Government  pays  the  farmer  to  do.  The  Govern- 
ment likewise  increases  the  price  of  gold  and  silver  so  that  the  mining 
men  will  produce  to.  their  limit  while  the  oilman  seems  to  be  picked  on 
by  the  Government. 

With  the  threat  of  a  Presidential  embargo  on  oil  to  Japan  coupled 
with  the  body  blow  Secretary  Hull  delivered  to  the  small  producer  of 
heavy  oil  in  the  San  Joaquin  Valley  by  the  Venezuelan  Trade  Agree- 
ment, the  future  for  the  California  independent  oil  producer  is  gloomy. 
If  in  addition  a  Federal  oil  control  bill  were  enacted  it  would  be.  in 
my  opinion,  the  finishing  blow.     Thaidc  you.     [Applause.] 

Mr.  Cole.  Mr.  Hogan,  we  are  glad  to  hear  some  discussion  of 
H.  R.  7372.  The  committee  welcomes  criticisms  of  the  provisions 
of  the  bill. 

When  did  vou  become  a  director  of  the  American  Petroleum 
Institute? 

Mr.  Hogan.  In  1938. 

Mr.  Cole.  Were  3^ou  a  member  of  the  Institute  in  1934? 

Mr.  Hogan.  Well,  I  would  have  to  look  that  up  from  my  records. 
I  don't  know  whether  I  was  or  not  at  that  time. 

Mr.  Cole.  You  recall  that  the  American  Petroleum  Institute,  of 
which  you  are  now  a  director,  by  decisive  vote  in  1934,  5  years  ago, 
tried  to  persuade  this  committee  to  recommend  Federal  control  to  a 
considerable  extent,  do  you  not? 

Mr.  Hogan.  No,  I  do  not.     I  don't  recall  that. 

Mr.  Cole.  You  do  know  that  they  very  strenuously  advocated  an 
interstate  compact  between  the  oil-producing  States? 

Mr.  Hogan.  That  matter  has  not  come  up  since  I  have  been  a 
director,  has  not  been  discussed. 

Mr.  Cole.  Do  you  favor  the  interstzte  compact  theory? 

Mr.  Hogan.  I  lihink  it  is  a  very  worthy  thing. 

Mr.  Cole.  That  is,  if  the  industry  cannot  meet  the  problem 
voluntarily  or  otherwise  within  the  State,  rather  than  have  the 
Federal  Government  you  would  prefer  the  States  getting  together 
in  the  way  the  Constitution  provides? 

Mr.  Hogan.  I  do. 

Mr.  Cole.  This  committee  gave  considerable  encouragement  to 
that  being  done  in  1934.     We  were  all  glad  to  see  shortly  after  that  ^ 
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compact  between  the  major  producing  States,  but  California  did  not 
participate  and  has  not  seen  fit  to  join  the  compact  up  to  this  time. 
Do  3^ou  think  that  is  the  proper  attitude  for  this  State  to  maintain? 

Mr.  HoGAN.  I  do  not. 

Mr.  Cole.  Have  you  done  anything  to  try  to  bring  about  the 
participation  of  California  along  with  Texas,  Oklahoma,  Mexico, 
Kansas,  Alichigan,  and  other  producing  States  trying  to  solve  their 
problems  with  the  approval  of  Congress  the  way  the  Constitution 
provides?     Have  you  done  anytliing  about  that? 

Mr.  HoGAN.  I  have  not.  1  once  spoke  to  ex-Governor  Merriam 
about  the  matter.  He  asked  me  one  time  and  I  said,  "I  think  that 
California  should  participate  in  that  interstate  oil  contract,  but  in 
order  for  it  to  do  that,  a  resolution  would  have  to  be  enacted  by  the 
State  legislature  and  signed  by  the  Governor." 

Mr.  Cole.  That  is  correct.  Do  you  feel  that  there  is  any  need  at 
this  time,  Mr.  Hogan,  for  additional  legislation  in  the  State  of  Cah- 
fomia  on  the  subject? 

Mr.  HoGAN.  If  there  were  a  need,  which  I,  at  the  present  time,  do 
not  think  that  there  is,  because  of  our  last  7  months'  performance 
here,  but  if  our  voluntary  system  should  break  down,  the  way  I  think 
now,  I  would  give  my  support  to  the  enactment  of  a  statute  or  an 
amendment  to  the  Gas  Act,  and  that  automatically  would  take  care 
of  petroleum,  whereby  we  would  have  regulation  by  statute  so  that 
would  be  possible — well,  to  take  a  concrete  instance:  Across  the  line 
from  the  Cole  Petroleum  Co.  is  the  Hogan  Petroleum  Co.,  and  sup- 
posing the  Cole  Petroleum  Co.  would  be  guilty  of  wasteful  production 
practices,  I  could  complain  to  the  director  of  resources  who  would 
bring  suit  against  you  for  wastefulness,  wasteful  methods  under  the 
act.  In  other  words,  a  statute  whereby  any  producer,  in  order  to 
protect  his  property  would  have  the  right  to  ask  for  a  complaint  to 
be  issued  against  the  man  who  was  injuring  his  property. 

Mr.  Cole.  Do  you  think  it  would  be  a  good  idea  for  the  State 
government  to  have  legislation  of  the  type  you  have  outUned? 

Mr.  HoGAN.  I  do  not  think  it  is  necessary  to  put  it  on  the  books 
at  this  time  because  it  might  call  attention  to  the  fact  that  our  wounds 
are  kind  of  fresh  from  the  last  election. 

Mr.  Cole.  You  mean  the  Atkinson  bill? 

Mr.  HoGAN.  Yes. 

Mr.  Cole.  You  expressed  an  opinion  as  to  the  Atkinson  bill  your- 
self, did  you  not? 

Mr.  HoGAN.  Oh,  yes,  indeed. 

Mr.  Cole.  Were  you  ever  for  it? 

Mr.  HoGAN.  No. 

Mr.  Cole.  Not  at  any  time? 

Mr.  HoGAN.  Never. 

Mr.  Cole.  While  it  was  in  the  legislature,  before  it  was  finally  ap- 
proved, did  you  express  any  opinion  at  that  time  on  the  bill? 

Mr.  HoGAN.  Yes,  sir,  I  sent  a  telegram  to  the  oU  industry's  com- 
mittee and  I  wrote  a  letter  to  them,  which  I  had  Assemblyman  Rodney 
Turner,  who  is  here  today,  read  before  the  committee. 

Mr.  Cole.  What  position  did  you  take  then  as  to  the  need  for 
State  legislation? 

Mr.  HoGAN.  I  didn't  see  any  need  for  it,  and  I  was  opposed  to  the 
principle. 
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Mr.  Cole.  Your  principal  fear  seems  to  be,  as  far  as  the  Federal 
Government  is  concerned,  of  those  who  might  administer  the  law? 

Mr.  HoGAN.  That  is  it. 

Mr.  Cole.  I  want  to  assure  you,  as  one  member  of  this  committee, 
that  we  will  see  to  it  to  as  full  extent  as  possible  that  the  adminis- 
tration of  the  act  is  not  in  the  hands  of  governmental  employees  of 
the  type  you  have  described  here  today,  for  such  is  just  as  obnoxious 
to  me  as  it  is  to  you. 

Is  the  provision  of  this  bill  for  voluntary  agreements  any  different 
from  the  provision  in  the  bill  under  which  your  fruit  growers  operate? 

Mr.  HoGAN.  I  do  not  know  except  by  hearsay.  I  think  there  is  a 
pro-rate  bill  for  certain  kinds  of  agriculture,  but  that  is  hearsay  on 
my  part,  I  do  not  know  the  detail  of  it. 

Mr.  Cole.  I  think  that  is  all  I  have  to  ask. 

Mr.  Pearson.  May  I  ask  a  question? 

Mr.  Cole.  Yes,  Mr.  Pearson. 

Mr.  Pearson.  Mr.  Hogan,  in  view  of  the  statement  that  you  have 
made  in  regard  to  different  men  connected  with  our  Government  who 
are  absent,  I  cannot  fail  to  express  the  opinion  that  I  am  glad  that 
this  committee  is  present  instead  of  absent.  You  complained,  Mr. 
Hogan,  about  the  treatment  accorded  individual  citizens  in  this 
country  at  the  hands  of  men  that  you  have  termed  "hot  dog  lawyers," 
a  generation  or  two  removed  from  Russia,  but  still  having  Russian 
sentiments. 

I  am  wondering  if  you,  as  a  producer  in  the  State  of  California, 
appreciate  the  fact  that  California,  being  the  second  largest  oil  pro- 
ducing State  in  the  country,  by  virtue  of  the  attitude  of  the  oil  in- 
dustry in  this  State  in  refusing  State  control  and  opposing  Federal 
control,  and  standing  passive  as  to  State  compacts,  realize  that  that 
is  the  only  motivating  cause  today  for  placing  your  industry  under  a 
bureaucracy  in  this  Nation? 

Mr.  Hogan.  I  understand  that. 

Mr.  Pearson.  You  appreciate  that? 

Mr.  Hogan.  Yes. 

Mr,  Pearson.  But  in  the  face  of  that  and  in  the  face  of  that  knowl- 
edge, you  have  opposed  every  control  bill  since  1915  up  to  this  time? 
Did  you  oppose  the  Sharkey  bill  in  1931? 

Mr.  Hogan.  Yes. 

Mr.  Pearson.  And  the  complaint,  the  principal  complaint,  which 
has  been  advanced  here  against  the  Atkinson  bill,  namely,  that  you 
would  have  an  appointive  commission  which  was  so  distasteful  in  the 
industry;  in  the  Sharkey  bill  there  was  a  commission  elected  by  the 
industry  itself,  and  the  industry  fought  and  defeated  that  bill,  didn't 
they? 

Mr.  Hogan.  I  must  confess  that  in  1931  I  happened  to  be  abroad. 

Mr.  Pearson.  Well,  the  industry  as  a  whole;  I  am  not  speaking 
of  you  personally. 

Mr.  Hogan.  Yes. 

Mr.  Pearson.  They  fought  and  defeated  that  bill,  didn't  they? 

Mr,  Hogan.  Yes. 

Mr.  Pearson.  And  that  bill  had  in  it  a  commission  which  was  to 
be  selected  by  the  industry  itself  in  controlling  the  oil  industry,  but 
they  did  not  want  that? 
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Mr.  HoGAN.  Yes. 

Mr.  Pearson.  Your  State  logislalure  moved  to  cooperate  with 
Texas,  Oklahoma,  Kansas,  and  every  other  oil-producing  State  in 
the  count ly  so  as  to  regulate  the  industry  from  a  national  stand- 
point.    You  refused  to  do  that,  your  legislature  refused,  hasn't  it? 

Mr.  HoGAN.  Correct. 

Mr.  Pearson.  In  other  words,  the  oil  industry  of  California,  as 
expressed  hy  you  a  moment  ago,  has  no  confidence  in  anybody 
except  the  industry  itself;  didn't  you  say  that  a  moment  ago? 

Mr.  HoGAN.  Yes,  sir;  so  far  as  the  regulating  of  the  oil  industry 
itself  is  concerned,  yes. 

Mr.  Pearson.  I  believe  you  said  too  that  you  did  not  know  of  a 
single  instance  or  a  single  producer  in  California  that  w^as  engaging 
in  wasteful  practices;  didn't  you  say  that? 

Mr.  Hogan.  I  think  I  used  the  w^ords  "humanly  possible." 

Mr.  Pearson.  Well,  there  has  been  a  great  deal  said  in  these  hear- 
ings about  the  Montebello  field,  everybody  seems  to  be  inclined  to 
wait  for  somebody  else  to  tell  about  it,  but  I  w^ant  to  ask  you  some 
questions  about  it.  The  records  show  that  in  the  Montebello  field 
in  1939  there  was  a  wastage  of  gas  to  the  extent  there  w^as  61.3  per- 
cent of  all  the  gas  produced  in  that  field,  and  proceeding  under  the 
act  wdiich  you  have  on  your  statute  books  of  1915  an  injunction  was 
obtained  against  the  operators  of  that  field  on  the  ground  it  constituted 
waste  and  after  the  injunction  w^as  granted,  between  May  1939,  and 
December  1939,  the  actual  waste  doubled,  and  the  gas  was  being 
wasted  at  the  rate  of  1,427,000  cubic  feet,  more  than  double  the 
quantity  which  was  being  wasted  in  May  of  1939,  when  the  injunction 
was  obtained.  Now,  I  want  to  know  from  you  if  you  think  that  shows 
any  cooperation  on  the  part  of  the  operators  of  that  field  in  complying 
with  and  carrying  out  the  provisions  of  what  your  oil  umpire  says  is 
an  oil  conservation  statute. 

Mr.  Hogan.  Not  knowing  the  conditions  there,  but  answering  it 
from  a  general  viewpoint,  I  would  say  that  since  there  w^as  an  in- 
junction issued  by  the  court  covering  that  field,  that  it  was  up  to  the 
court  to  determine  whether  there  was  the  waste  that  appears  according 
to  the  figures,  to  have  gone  on.  What  months  w^ere  those  in,  the 
summer  months? 

Mr.  Pearson.  In  May  1939,  the  wastage  w^as  first  discovered. 

Mr.  Hogan.  Of  course,  that  is  a  pretty  warm  month. 

Mr.  Pearson.  The  oil  industry  of  California,  Mr.  Hogan,  treats 
natural  gas  from  the  standpoint  of  its  value  as  a  fuel  rather  than  from 
the  standpoint  of  its  value  as  an  underground  energy,  doesn't  it? 

Mr.  Hogan.  Both. 

Mr.  Pearson.  Isn't  it  true  every  summer  when  your  gas  demand 
decreases,  that  you  have  an  increase  in  the  wastage  of  your  gas? 

Mr.  Hogan.  I  think  that  is  one  of  the  things  that  is  inherent  to  the 
entire  industry  all  over  the  United  States  and  all  over  the  world. 

Air.  Pearson.  That  may  be  your  opinion,  but  the  facts  and  the 
figures  don't  bear  it  out  in  any  other  field  except  in  the  State  of 
California,  and  if  you  examine  the  records  you  will  find  it  is  a  situation 
peculiar  to  the  industry  of  this  State  and  a  practice  not  indulged  in 
in  any  other  oil-producing  State  in  the  country  and  it  is  those  condi- 
tions and  those  practices,  the  destruction  of  the  best  expulsive  energy 
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known  to  the  oil  industry,  the  wastage  of  it  by  the  oil  industry  in 
the  State  of  California  that  has  brought  so  vividly  to  the  mind  and 
attention  of  Congress  the  necessity  of  a  Federal  control  over  the 
industry. 

Mr.  HoGAN.  How  could  Federal  control  improve  that  situation  at 
Montebello,  when  those  wells  come  in  with  high  gas  ratios?  I  do  not 
know  how  it  would  be  humanly  possible  to  do  it. 

Mr.  Pearson.  I  am  not  prepared  to  say  how  it  might  improve  it. 
1  am  prepared  to  sny  unless  something  is  done  either  by  your  State 
authorities  or  some  other  arrangement  by  State  compacts,  then  there 
is  but  one  recourse  left,  and  that  is  control  of  the  oil  industry  from  a 
national  standpoint,  and  not  looking  at  it  from  the  selfish  standpoint 
of  the  oil  industry  of  one  State  alone,  which  seems  to  be  your  attitude. 

Mr.  HoGAN.  Is  our  record  any  worse  than  Texn,s'  record  is  for  gas 
blowing? 

Mr.  Pearson.  Yes;  according  to  the  records.  Now  I  want  to 
move  on  to  your  statement  about  the  Secretary  of  State  of  this 
country,  and  your  statement  that  you  have  no  confidence  in  the  State 
Department  because  of  Mr.  Hull  having  bartered  away  the  interest 
of  the  people  of  this  country  to  the  advantage  of  others.  I  do  not 
care  to  ask  you  any  ciuestions  about  that  at  all.  But  as  a  native 
Tennesseean,  Mr.  Hogan,  and  as  a  personal  friend  and  an  acquaintance 
of  the  Secretary  of  State  of  the  United  States  I  want  to  say  to  you  that 
the  argimient  w^hich  you  make  in  that  respect  so  far  as  I  am  concerned 
as  an  individual  member  of  this  committee,  speaking  my  own  senti- 
ments only,  that  argument  falls  on  deaf  ears,  and  in  barren  ground. 
The  Secretary  of  State  of  this  Nation  knows  more  about  the  inter- 
national trade  of  this  country  than  you  and  I  will  know  if  we  lived 
until  the  supplies  of  oil  and  gas  that  you  mentioned  as  being  sufficient 
for  this  country  are  exhausted,  I  believe  you  said  4,099  years. 

I  wait  you  to  know,  sir,  speaking  as  one  Member  of  Congress  and 
a  member  of  this  committee,  that  I  do  not  share  the  opinion  that  Mr. 
Hull  has  ever  bartered  away  the  interests  of  any  person  or  any 
industry  of  this  country  for  the  benefit  of  others.  When  one  voices 
such  an  opinion  he  does  not  know  the  man  or  his  policies  or  his  phil- 
osophies. And  it  is  only  the  voice  of  a  selfish  industry.  It  is  just 
another  case  of  whose  baby  has  the  measles  and  unless  all  of  us  wdio 
live  in  this  country  and  expect  to  enjoy  the  benefits  which  come  from 
international  trades  which  we  enjoy,  make  up  our  minds  that  we  have 
to  give  and  take,  and  if  we  are  not  ready  to  make  up  our  minds  to 
satisfy  ourselves  in  trying  to  be  self-sustaining,  and  a  self-contained 
nation,  erecting  barriers  and  walls,  it  will  absolutely  shut  us  off  from 
the  commerce  of  the  w^orld. 

I  think  in  negotiating  the  Venezuelean  Treaty,  and  other  treaties 
which  the  Department  of  State  has  sought  to  negotiate  action  v/as 
taken  in  the  very  best  of  faith,  and  with  the  one  motivating  thought 
and  desire  of  helping  build  up  the  commerce  of  this  country  both 
from  an  agricultural  and  an  industrial  standpoint.  I  simply  wanted 
to  make  that  statement  so  that  you  may  know  that  your  lack  of 
confidence  in  the  State  Department,  and  your  lack  of  confidence  in 
Mr.  Hull,  can't  in  one  slight  degree  change  my  confidence  in  him  or 
change  my  view  with  reference  to  his  philosophy. 

So  far  as  the  sale  of  oil  and  fuel  to  Japan  is  concerned,  it  is  something 
that  is  attracting  the  attention  of  Congress  to  the  necessity  of  some 
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sort  of  legislation  which  will  prevent  one  of  the  greatest  national 
resources  which  we  have  and  one  of  the  greatest  that  this  State  enjoys 
from  being  dissipated  or  being  sold  to  those  who  are  using  it  at  least 
for  the  present  for  unlawful  or  at  least  unreasonable  purposes. 

Mr.  Cole.  Mr.  Pearson,  will  you  suspend  for  a  moment? 

Mr.  Pearson.  I  am  through;  yes. 

Mr.  Cole.  Mr.  Hogan,  you  may  proceed. 

Mr.  Hogan.  I  think  I  will  state  for  the  record  I  agree  with  Con- 
gressman Pearson  from  Tennessee.  I  made  these  remarks  knowing 
advisedly  that  Mr.  Pearson  was  from  Tennessee.  I  do  not  believe 
that  anybody  has  any  doubt  about  the  liigh  purpose  and  lofty  views 
of  Mr.  Hull,  but  we  thinlv  that  his  viewpoint  regarding  the  Venezuelan 
oil  is  wrong. 

Mr.  Pearson.  That  is  different  from  saying  that  you  have  lack  of 
confidence  in  the  State  Department  because  they  permitted  our 

Mr.  Hogan.  I  will  say  this,  because  they  never  gave  us  a  chance  to 
appear  and  have  a  conference  about  it.  And  you  will  find  this  a 
matter  of  record,  and  the  Independent  Petroleum  Association  of 
America,  Mr.  Brown,  will  verify  this,  that  the  only  people  that  were 
consulted  by  the  State  Department  were  the  two  largest  importers 
and  producers  of  Venezuelan  crude.  Now,  why  didn't  we  producers 
have  some  part  in  the  picture?  The  potential  of  heavy  oil  in  this 
State  is  415,000  barrels  a  day;  our  heavy-oil  allotment  is  165,000 
barrels  a  day.  You  will  hear  from  somebody  else  who  is  a  producer 
in  the  field  out  here  which  can  produce  over  125,000  barrels  a  day,  and 
of  heavy  oil  similar  to  Venezuelan  crude  I  don't  think  they  market  over 
10  percent  of  that  figure,  and  it  is  right  within  15  miles  of  seaboard. 

Mr.  Cole.  About  11  percent  of  your  production  is  going  to  Japan? 

Mr.  Hogan.  It  is  not  as  much  in  1939  as  1938.  I  think  it  ^vill  run 
about  12  percent. 

Mr.  Cole.  What  price  is  it  being  sold  at? 

Mr.  Hogan.  I  couldn't  tell  you.  This  is  hearsay,  but  I  have 
heard  they  have  to  pay  cash  in  advance. 

Mr.  Cole.  That  is  something  then. 

Mr.  Hogan.  Yes. 

Mr.  Cole.  Isn't  it  true  the  aviation  gas  that  is  being  sold  to  Russia 
is  being  sold  at  10  cents  a  gallon? 

Mr.  Hogan.  I  couldn't  answer  that  because,  to  tell  you  the  truth, 
I  never  looked  it  up. 

Mr.  Cole.  Isn't  it  common  knowledge  that  all  the  oil  that  is  being 
sold  to  Japan  and  Russia  is  being  sold  far  below  the  market  price  here 
in  Los  Angeles? 

Mr.  Hogan.  I  hope  not.  I  don't  know.  I  hope  not.  If  it  is 
being  done  I  don't  think  it  is  fair  to  us  independent  producers  or  to 
the  consuming  public.  I  would  like  to  put  that  in  the  record  that  if 
any  oil  company  is  selling  gasoline  by  contract  cheaper  to  the  Russians 
or  the  Japanese  or  anyone  than  they  are  to  the  American  people, 
I  consider  it  reprehensible. 

Mr.  Cole.  I  am  glad  to  share  that  thought  with  you. 

Mr.  Crosser.  I  want  to  ask  a  question,  but  before  asking  the 
question  I  want  to  say  I  have  known  Mr.  Hull  27  years,  have  served 
in  Congress  with  him,  and  I  can  assure  you  of  his  high  degree  of 
integrity,  sincerity,  and  intelligence.  That  is  all  I  care  to  say  on  that. 
But  I  would  like  to  have  you  tell  me  just  what  you  mean  by  waste 
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when  you  talked  of  the  possibility  or  desirability  of  amending  your 
State  statute.     How  do  you  define  waste? 

Mr.  HoGAN.  Well,  using  Webster's  definition 

Mr.  Grosser.  I  know,  but  I  am  asking  for  your  definition, 

Mr.  HoGAN.  I  know.  By  Jove,  I  would  hesitate  to  give  a  definition 
of  "waste."  It  would  have  to  be  rather  long-winded  and  I  would 
like  to  give  some  thought  to  it,  and  I  will  do  so. 

Mr.  Grosser.  It  is  a  very  important  question,  as  I  see  it. 

Mr.  HoGAN.  I  will  do  so,  and  if  you  give  me  some  time  I  will  make 
a  study  of  it  and  will  send  it  to  you,  Mr.  Grosser. 

Mr.  Grosser.  We  will  be  here  tomorrow  and  you  can 

Mr.  HoGAN.  Oh,  it  may  take  me  several  weeks  to  work  out  that 
definition. 

Mr.  Grosser.  I  regard  that  as  a  rather  important  question. 

Mr.  HoGAN.  Oh,  it  is  very  vitally  so. 

Mr.  Grosser.  You  do  not  care  to  answer  it  tonight  anyway? 

Mr.  HoGAN.  Oh,  I  could  not. 

Mr.  Grosser.  That  is  all. 

Mr.  Kelly.  I  guess  that  is  all,  Mr.  Hogan.  Mr.  Wylie.  Mr. 
Wylie,  before  starting  there  was  2  hours  I  allocated  to  you  and  you 
have  your  group  here  but  the  allocation  of  time  has  broken  down 
and  we  are  going  to  adjourn  this  meeting  tonight  at  6:15  and  if 
you  have  a  short  statement  to  make  we  can  incorporate  it  in  or  we 
will  have  to  carry  on  tomorrow. 

STATEMENT  OF  W.  B.  WYLIE 

Mr.  Wylie.  My  statement  will  be  very  short,  in  fact,  won't  take 
me  over  20  minutes. 

Mr.  GoLE.  Order,  please. 

Mr.  Wylie.  My  name  is  W.  B.  Wylie.  I  own  and  operate  a  ser- 
vice station  in  Los  Angeles  and  am  secretary  of  the  Retail  Petroleum 
Association  of  Galifornia,  which  is  a  nonprofit  association  with  a 
membership  of  approximately  800  independently  owned  service 
stations. 

In  appearing  before  you  gentlemen,  I  think  that  we  appear  in  the 
interests  of  the  very  small  man  in  the  petroleum  industry.  We  have 
no  production,  we  have  no  big  graphs  like  you  have  been  presented 
with,  and  a  lot  of  the  stuff  you  have  been  listening  to  is  not  entirely 
over  our  head  and  we  believe  we  are  greatly  affected  by  it. 

In  our  type  of  business,  in  legislative  matters  we  have  to  consider 
to  a  large  extent  the  consumers'  viewpoint  because  we  are  not  operating 
over  large  trading  areas.  While  our  places  of  business  may  be  small, 
in  the  aggregate  they  do  represent  a  very  large  investment  and  employ 
many  people,  but  our  trading  areas  being  small,  we  depend  upon  the 
consumers  in  those  small  trading  areas  and,  therefore,  the  retailer 
must  consider  the  price  at  which  he  can  offer  his  merchandise  or  his 
petroleum  products  at  retail  to  those  consumers. 

Mr.  GoLE.  There  is  unusual  noise  in  this  room  here.  We  want  to 
hear  this  witness  and  afford  all  the  privileges  there  are  to  a  man  that 
is  relating  his  case  to  this  committee.     Go  ahead. 

Mr.  Wylie.  In  H.  R.  7372,  the  National  Oil  Gonservation  Act,  if 
it  is  enacted  by  the  Gongress  of  the  United  States,  our  mind  naturally 
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goes  to  wliat  aiul  how  may  the  iiulepeiident  refineries  whom  we  rely 
upon  for  our  source  of  supply  he  affected,  and  while  T  do  not  intend 
to  talk  on  this  bill  from  a  legal  standpoint,  I  have  read  it  and  I  am 
forced  to  assume  that  a  tremendous  amount  of  authority  is  given  to 
a  commission,  a  commission  who  would  have  the  power  to  step  into 
any  field  and  regulate  the  production  of  that  particular  field.  The 
independent  refinery,  who  in  many  cases  must  rely  upon  contracts 
with  various  producers  in  various  fields,  may  find  that  his  source  of 
supply  is  drastically  reduced,  thereby  reducing  the  amount  of  oil 
and  gas  that  they  would  have  to  sell,  which,  coming  down,  reduces 
the  available  supply  of  gasoline  for  independent  service  stations, 
who,  in  this  particular  trading  area  rely  on  those  independent  refin- 
eries to  a  large  extent  for  their  source  of  supply,  and,  as  a  result  of 
that  situation,  we  are  forced  to  admit  that  the  retail  price  of  gas  line 
has  a  great  possibility  of  being  raised  to  the  consumer.  We  are  not 
opposed  to  conservation.  We  do  not  believe  in  waste,  but  we  do 
believe  that  if  any  legislation  is  enacted,  that  it  should  be  done  by 
the  State.  I  appreciate  that  the  people  of  California  recently,  in 
fact,  last  November,  turned  down  such  legislation.  But  w^e  had 
unalterably  opposed  Federal  legislation  because  I  probably  have  been 
something  like  the  small  boy  who  can  remember  back  when  my 
mother  told  me  not  to  touch  the  stove  when  it  was  hot  because  I 
would  probably  get  burned,  so  my  mind  goes  back  to  the  early  part 
of  1935,  to  June,  when  w^e  touched  Federal  oil  control  under  the 
N.  R.  A.  and  we  got  burned. 

On  June  5  of  1934,  when  we  really  began  to  operate  imder  the 
Department  of  the  Interior,  who  was  in  charge  of  our  N.  R.  A.  en- 
forcement, the  majority  of  the  independent  stations  in  southern 
California  were  bujang  their  supplies  from  independent  refiners. 
They  were  selling  their  supplies  to  the  public  at  approximately  2 
cents  per  gallon  retail  less  than  we  found  ourselves  operating  for, 
immediately  that  we  found  ourselves  under  Federal  jurisdiction. 

Ninety  days  after  this  went  into  effect  the  trend  of  business  or  the 
switch  of  business  from  the  independent  stations  to  the  larger  sta- 
tions was  plainly  noticed.  It  was  so  plainly  noticed  that  many  inde- 
pendent dealers  at  that  time  had  been  forced  to  discontinue  the  lesser 
known  brands  of  the  unknown  refiner,  and  more  or  less  bind  them- 
selves to  the  larger  refineries  for  their  source  of  supply.  Independent 
brands  to  a  large  extent  disappeared  from  the  street,  and  independent 
brands  virtually  disappeared  from  the  market,  and,  gentlemen,  some 
of  those  refiners  have  never  come  back  onto  the  market. 

I  had  my  eyes  opened  up  a  little  bit  during  this  period.  We  pro- 
tested, and  we  had  the  administrator  here  in  Los  Angeles  who  was 
supposedly  operating  for  the  good  of  the  people  and  may  conferences 
were  had  with  him,  and  we  received,  as  independent  dealers,  a  lot  of 
sympathy  but  no  action.  Approximately  4  months  of  operation 
under  the  N.  R.  A.  and  then  the  dealers,  through  necessity  and  self- 
preservation,  ignored  the  Administrator  and  reduced  their  prices  on 
the  independent  brands,  those  that  had  been  left,  of  1  cent  a  gallon. 
We  were  called  to  the  office  of  the  Administrator  to  see,  if  through 
the  activity  of  the  association,  if  we  could  not  talk  this  over  and 
restore  our  market  back  up  to  that  price.  In  that  conference  I 
asked  the  Administrator  why  we  were  not  allowed  a  differential  and 


PETROLEUM  INVESTIGATION  g07 

such  things  as  that,  and  I  never  will  forget  the  answer  that  I  received, 
that  our  action  had  embarrassed  Mr.  Kingsbury. 

I  realized  then  for  the  first  time  that  possibly — these  may  be  insinu- 
ations, possibly,  gentlemen,  but  they  are  facts — that  where  we  thought 
we  were  under  the  jurisdiction  of  the  Government,  we  probably  were 
not.  However,  that  market  was  restored  and  conditions  went  on,  and 
one  day  I  Was  greatly  surprised  to  find  that  a  large  independent  refiner, 
and  in  fact  the  largest  in  the  State,  who  had  done  a  very  fine  job  of 
merchandising  and  had  maintained  his  price  through  advertising  and 
merchandising  ability,  and  had  built  up  a  very  fine  consumer  reputa- 
tion for  his  brands,  and  this  particular  refiner  operated  his  own  refin- 
ery, had  his  own  refinery  products  and  in  turn  sold  them  to  dealers, 
sold  them  to  the  public,  but  for  some  reason,  unknown  to  me,  his  oil 
became  hot.  I  received  a  notice  and  I  was  informed  by  three  other 
supply  companies  that  if  I  continued  to  sell  that  kind  of  gasoline,  that 
they  woidd  discontinue  selling  to  me  on  the  order  of  the  Administrator. 

It  became  necessary  for  me  to  keep  my  sources  of  supply,  and  in 
order  to  do  that  I  had  to  discontinue  the  use  of  this  company's  gasoline, 
and  it  was  replaced  by  a  major  oil  company's  gasoline.  Fortunately 
that  was  declared  unconstitutional,  and  I  still  have  that  independent's 
gas  supply  in  two  of  my  pumps. 

It  is  those  conditions,  gentlemen,  that  cause  the  dealers  of  California 
to  oppose  any  such  legislation  as  H.  R.  7372.  That,  gentlemen,  is 
practically  what  I  have  to  say  to  you,  but  we  do  oppose  it. 

Mr.  Kelly.  Mr.  Wylie,  you  mentioned  about  your  association 
having  800  service  stations  as  members  of  it.  How  do  you  ascertain 
the  membership?  How  do  you  get  an  organization  with  a  personnel 
that  large? 

Mr.  Wylie.  Our  association — we  are  6  years  old — came  about 
through  persistent  and  more  persistent  efforts  and  many  meethigs 
and  talks,  and  we  have  been  able  to  maintahi  and  sell  only  to  that 
type  of  membership. 

Mr.  Kelly.  Do  your  members  pay  dues  in  the  organization? 

Mr.  Wylie.  The  dues  in  the  association  are  $18  a  year  or  $1.50 
per  montli. 

Mr.  Kelly.  You  have  800  members  who  are  paying  dues  into  the 
association? 

Mr.  Wylie.  That  is  correct. 

Mr.  Kelly.  You  mientioned  about  the  retail  price  being  raised  at 
various  times  to  the  consumers,  and  that  your  organization  more  or 
less  was  an  organization  to  protect  the  consumers.  Wlio  sets  the 
prices? 

Mr.  Wylie.  I  do  not  wish  to  imply  our  association,  the  Retail 
Petroleum  Dealers  Association  of  California,  is  an  organization  to  pro- 
tect the  consumer.  We  have  to  consider  the  consumer  in  the  welfare 
of  our  membership,  and  to  give  him  gasoline  products  at  the  lowest 
possible  prices. 

Now  as  to  who  sets  the  prices:  We  have  many  brands  of  gasoline 
in  California  on  which  the  ])rice  is  not  set.  For  instance,  I  have  a 
six-pump  station  handling  four  refiners'  products.  Three  of  the  pumps 
in  my  place  of  business  it  is  absolutely  up  to  me  to  sell  it  at  any  price 
that  I  may  wish.  On  the  three  other  pumps  that  I  have  the  refiners 
have  stipulated  under  the  fair  trade  act  of  California,  the  retail  price 
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at  which  you  must  sell  their  gasoline.  There  is  a  variation  in  these 
prices.  For  instance,  two  of  them  have  stipulated  18  cents  a  gallon, 
and  the  other  is  15}^. 

Mr.  Kelly.  It  is  more  or  less  established  by  consumption  at  that 
particular  station? 

Mr.  Wylie.  I  would  assume  that  it  would  be  established  more  or 
less  by  the  consumption.  I  think  that  price  has  a  great  deal  to  do 
with  consumption. 

Mr.  WoLVERTON.  Does  your  organization  seek  to  maintain  a  price 
structure  among  its  members?  ^ 

Mr.  Wylie.  We  seek  to  maintain  no  price  structure.  We  believe 
that  is  the  individual  prerogative  of  each  individual  supplier  to 
maintain  its  own  price. 

Mr.  WoLVERTON.  What  is  the  variance  if  any  in  your  prices? 

Mr.  Wylie.  Right  now  in  Los  Angeles  we  have  a  variation  in  price, 
to  the  best  of  my  knowledge,  from  11.9  to  21  cents. 

Mr.  WoLVERTON.  Well,  that  would  be  due  to  a  difference  in  the 
grade  of  gasoline,  would  it  not*^ 

Mr.  Wylie.  Putting  it  in  another  way,  on  third-structure  gasoline, 
as  it  is  commonly  called,  we  have  11.9  cents,  however,  I  believe,  there 
is  a  11.5  price  in  two  or  three  instances  to  16.5  cents. 

Mr.  WoLVERTON.  For  the  same  grade  of  gasoline? 

Mr.  Wylie.  That  is  correct. 

Mr.  WoLVERTON.  What  makes  the  difference.'' 

Mr.  Wylie.  Well,  different  prices  from  the  refinery  to  the  dealer. 
Some  refiners  sell  it  at  a  lower  price  than  others.  There  is  no  set 
price  between  various  refineries  to  my  knowledge.  Different  types 
seem  to  line  up  fairly  close  together,  within  a  half  cent, 

Mr.  WoLVERTON.  In  the  locality  from  which  I  come  there  is  prac- 
tically no  variance  in  the  major  companies'  prices.  Is  there  any 
variance  in  the  price  charged  by  the  major  companies  to  service 
stations  in  this  State? 

Mr.  Wylie.  There  is  a  variance  in  the  State,  naturally,  with  the 
geographical  areas  and  freight  rates. 

Mr.  WoLVERiON.  Take  the  same  locality. 

Mr.  Wylie.  There  is  no  variance  in  prices  in  Southern  California, 
that  is,  in  Los  Angeles.  That  is  in  the  retail  price.  There  is  variance 
in  the  wholesale  price. 

Mr.  WoLVERTON.  I  am  speaking  of  the  retail  price  to  the  consumer 
who  drives  up  in  his  car  to  the  service  station. 

Is  there  any  variance  in  the  price  between  the  service  stations 
operated  by  the  different  major  companies? 

Mr.  Wylie.  No. 

Mr.  WoLVERTON.  Is  there  any  in  your  independent  organization? 

Mr.  Wylie. ^  Yes ;  there  is  amongst  our  members,  a  great  variance 
of  prices,  each  individual  member  sets  his  own  price. 

Mr.  WoLVERTON.  Would  you  say  that  is  due  to  purchasing  from 
different  refineries? 

Mr.  Wylie.  That  is  true,  from  a  different  source  of  supply. 

Mr.  Wolverton.  How  do  your  prices  compare  with  the  major 
company  prices? 

Mr.  Wylie.  My  particular  prices — I  happen  to  be  selling  one 
major  brand  of  gasoline  and  the  price  on  that  particular  pump  is 
identical  with  the  price  as  established  in  that  company's  stations,  due 


PETROLEUM  INVESTIGATION  gQQ 

to  the  fact  that  they  have  availed  themselves  of  the  California  Fair 
Trade  Act. 

Mr.  WoLVERTON.  Can  you  sell  oil  and  gas  at  a  different  price 
than  the  major  company  that  supplies  you? 

Mr.  Wtlie.  Not  as  long  as  they  can  stipulate  under  the  act,  that 
is,  under  the  Fair  Trade  Act. 

Mr.  WoLVERTON  Will  you  explain  to  me  what  your  Fair  Trade 
Act  does? 

Mr.  Wtlie.  The  Fair  Trade  Act  is  a  law  that  gives  the  owner  of  a 
particular  trade-mark,  brand,  or  name,  the  privilege  to  protect  that 
name  by  stipulating  his  retail  price.     I  believe  it  is  in  44  States  now. 

Mr.  WoLVERTON,  Does  your  independent  association  sell  trade- 
mark gas? 

Mr.  Wtlie.  We  sell  no  gasoUne.  In  fact,  we  sell  no  commodities 
whatsoever, 

Mr.  WoLVERTON.  Well  I  mean  the  membership  of  your  association, 

Mr.  Wtlie.  Oh,  yes;  our  members  are  free  to  purchase  from  whom 
they  wish  and  sell  whatever  they  choose. 

Mr,  WoLVERTON.  Is  there  any  difference  in  price  between  your 
member  as  to  the  price  they  charge  for  the  same  grade  of  gas  or  the 
same  trade  brand? 

Mr.  Wtlie.  I  wUl  have  to  answer  that  yes  and  no.  It  depends 
entirely  upon  the  protection  around  what  they  are  selling.  If  they 
are  selling  a  brand  that  has  a  price  stipulated  under  the  Fair  Trade 
Act  then  there  is  no  variation  of  price  among  our  membership  on  that 
particular  brand,  but  if  they  are  selling  various  brands  not  so  stipu- 
lated then  there  is  a  variation  of  price  between  that  "membership. 
They  can  sell  it  at  any  price  they  wish  to. 

Mr.  WoLVERTON.  Who  fixes  the  price  of  the  trade  brand  gasoline? 

Mr.  Wtlie.  The  owner  of  the  brand.  It  is  up  to  the  individual  to 
fix  that  price  if  he  chooses  to  fix  it.  It  is  not  necessary  to  fix  it  at  all. 
We  have  many  brands  on  which  the  price  is  not  fixed. 

Mr.  WoLVERTON.  Is  there  any  State  regulatory  body  that  has  any 
power  to  function  to  determine  whether  it  is  a  fair  price  to  the  con- 
sumer? 

Mr.  Wtlie.  None  whatever.  We  however  do  have  in  California 
the  California  Unfair  Practices  Act  which  prohibits  selling  below  cost. 
That  is  punishable  by  a  criminal  action  or  by  a  civil  action  by  the 
damaged  party. 

Mr,  WoLVERTON,  I  had  the  impression  from  what  you  said  that 
the  price  was  fixed.  I  assume  now  from  your  answers  you  mean  it 
was  fixed  by  the  particular  refiner  that  has  the  trade  name  rather  than 
by  a  State  official. 

Mr.  Wtlie.  That  is  correct.  It  is  fixed  by  the  individual  refiner 
owning  that  particular  brand. 

Mr.  WoLVERTON.  I  neglected  to  ask  Mr.  Pemberton  whUe  he  was 
on  the  stand,  and  if  you  don't  know  I  don't  want  you  to  even  attempt 
to  answer  because  it  is  an  important  question,  relating  to  pipe  lines 
in  the  State.  To  what  if  any  effect  if  you  do  have  any  pipe  lines  here 
would  that  affect  the  price  structure. 

Mr.  Wtlie.  I  am  afraid  I  am  not  prepared  to  answer  that  question. 

Mr.  WoLVERTON.  Can  you  answer  me  whether  there  are  pipe  lines 
in  the  State? 
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Mr.  Wylie.  Yes;  there  are  pipe  lines  in  the  State. 

Mr.  WoLVERTON.  By  whom  are  they  owned? 

Mr.  Wylie.  I  cannot  answer  you  that.  I  would  have  to  say  I 
imagine  they  are  owned  by  various  companies,  I  imagine  the  Union 
has  some,  the  Standard  and  the  Shell. 

Mr.  WoLVERTON.  Will  there  be  anyone  in  your  group  who  will  be 
able  to  give  me  infonnation  about  how  pipe  lines  are  operated  and  the 
effect  it  may  have  on  price  structure? 

Mr.  Wylie.  There  will  not  be  any. 

Mr.  WoLVERTON.  I  hope  somebody  else  appears  that  can. 

Mr.  Wylie.  I  hope  so,  too,  because  it  will  be  interesting  to  me. 

Mr.  WoLVERTON.  That  is  all. 

Mr.  Pearson.  May  I  ask  one  question. 

Mr.  Wylie,  did  you  say  you  handled  the  products  of  four  companies? 

Mr.  Wylie.  Yes,  sir. 

Mr.  Pearson.  Wliat  four  com])ames  are  they? 

Mr.  Wylie.  I  said  I  handled  the  products  of  four  companies,  but 
I  had  in  mind  strictly  gasoline.  I  handle  products  of  possibly  10  or 
12  other  commodities. 

IMr.  Pearson.  I  had  hi  mind  gasoline. 

Mr.  Wylie.  I  handle  the  product  of  the  Wilshire  Oil  Co.,  the 
Cammol  Oil  Co.,  the  East  &  West  Refinhig,  and  the  Union  Oil  Co.  of 
California. 

Mr.  Pearson.  Only  one  of  the  major  companies? 

Mr.  Wylie.  Only  one  major  company;  that  is  correct? 

Mr.  Pearson.  The  members  of  your  orgajiization  are  ])iivileged 
to  and  do  purchase  gasoline  from  all  of  the  major  and  minor  operating 
companies  as  well,  do  they? 

Mr.  Wylie.  That  is  true.  Insofar  as  the  Association  is  concerned 
we  do  not  restrict  the  membership  as  to  who  or  from  whom  they  may 
purchase  their  supply.  However,  we  do  have  in  our  membership  other 
types  of  dealers.  By  that  I  mean  other  types  of  dealers  who  owns  his 
inventory,  who  buys  at  wholesale  and  sells  at  retail.  wSome  choose  to 
purchase  exclusively  one  company's  line  of  merchandise.  We  call  them 
100  percenters.  Others  choose  to  split  them  up — we  call  them  split 
pump  dealers,  and  I  happen  to  be  in  that  class. 

Mr.  Pearson.  Did  your  association  join  with  others  in  opposing 
the  passage  of  the  Atkinson  bill? 

Mr.  Wylie.  After  a  great  deal  of  consideration  we  supported  the 
Atkinson  control  bill.  We  stand  somewhat  alone  there.  I  might 
qualify  that  and  say  we  looked  ahead  into  H.  R.  7372  and  considered 
it  the  lesser  of  two  evils. 

[Laughter.] 

Mr.  Pearson.  Was  that  your  prmcipal  reason,  Mr.  Wylie,  for 
supporting  the  Atkinson  bill? 

Mr.  Wylie.  That  was  one  of  our  principal  reasons.  However,  we 
did  see  in  this  piece  of  legislation  the  possibility  of  using  the  act  in 
tlie  future  through  amendments  to  set  up  or  use  information  Ave  can 
talk  about  here  for  the  purpose  of  stabilizing,  or  probably  I  should 
say  maintain  soimd  retail  marketmg  return  to  the  service  station,  a 
better  return  on  their  investment.  I  say  that  from  section  25  of  the 
act — 20.5,  rather,  which  instructs  this  Commission  to  make  a  thorough 
investigation  and  report  to  the  Governor  and  the  legislature — shall 
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make  a  report  to  the  Governor  and  the  legislature  of  its  finding's,  mate- 
rial, and  consideration  of  future  legislation  on  the  said  policy,  which 
takes  into  consideration  markets. 

Mi.  Pearson.  Your  organization  contributed  then  to  the  funds  in 
support  of  the  Atkinson  measure? 

Mr.  Wylie.  We  didn't  make  any  cash  contributions  to  that,  how- 
ever we  did  lend  our  publicity  to  it. 

Mr.  Pearson.  Well,  were  you  motivated  at  all  by  the  thought  that 
the  Atkhison  bill  was  a  needed  regulation  of  control  for  the  industry, 
would  you  have  supported  it? 

Mr.  Wylie.  Not  necessarily  a  needed  regulation,  as  we  watched,  it 
was  the  business  of  our  people  to  watch  the  volunteer  work  in  Cali- 
fornia which  has  contributed  very  extensively  to  mamtain  quite 
favorable  markets.  As  I  previously  testified  here  we  considered  it 
the  best  of  two  evils — that  is  the  lesser  of  two  evils. 

Mr.  Pearson.  In  other  words  you  felt  and  your  organization  felt 
that  there  should  be  some  control  and  if  there  should  be  some  control 
that  you  would  prefer  control  through  a  State  regulatory  body  rather 
than  through  a  Federal  regulatory  body? 

Mr.  Wylie.  That  is  correct.     I  still  maintain  that  position. 

Mr.  Pearson.  Did  you  study  the  provisions  of  the  Atkmson  bill 
before  your  association  went  on  record? 

Mr.  Wylie.  Oh,  yes. 

Mr.  Pearson.  And  knew  what  it  is  and  what  it  would  do? 

Mr.  Willie.  That  is  correct. 

Mr.  Pearson.  And  with  that  knowledge  you  thought  that  the  State 
needed  an  act  of  that  kind? 

Mr.  Wylie.  It  was  the  lesser  of  two  evils. 

Mr.  Pearson.  Well,  let  us  analyze  that  for  a  moment.  The 
referendum  of  the  people  of  the  State  of  California  had  nothing  in  the 
world  to  do  with  the  action  of  Congress  on  House  Resolution  7372, 
did  it? 

Mr.  Wylie.  No;  I  think  we  anticipated.  We  had  knowledge  of 
H.  R.  7372,  and  Mr.  Ickes  had  put  up  some  pretty  nice  statem.ents. 

Mr.  Pearson.  Did  you  think  the  passage  of  the  Atkinson  bill 
would  prevent  the  enactment  of  H.  R.  7372? 

Mr.  Wylie.  I  thought  it  would  lean  possibly  very  greatly  to  do  it. 

Mr.  Pearson.  Wliat  did  you  think  was  gomg  to  happen  to  the 
States  of  Texas  and  Oklahoma  and  all  the  other  oil-producing  States 
who  for  several  years  have  had  regulatory  statutes?  Did  you  feel 
the  enactment  of  H.  R.  7372 — or  rather  the  enactment  of  the  Atkinson 
bill — would  tend  to  defeat  tlie  enactment  of  H.  R.  7372,  even  though 
we  had  had  a  number  of  States  who  had  a  similar  regulatory  act  on 
their  statute  books? 

Mr.  Wylie.  I  entertained  that  thought,  believing  that  California 
and  Illinois,  if  they  had  State  legislation,  it  would  have  a  tendency — 
in  fact  it  would  make  it  useless  for  Congress  to  have  a  national  act. 

Mr.  Pearson.  Well,  assuming  that  there  was  no  legislation,  and 
no  reason  for  Congress,  as  you  say  useless  for  Congress  to  have  any 
national  act,  would  you  still  favor  the  enactment  of  the  Atkinson  law? 

Mr.  Wylie.  I  would  favor  that,  providing  that  the  central  com- 
mittee, in  their  voluntary  curtailment,  if  that  should  fail,  as  the  next 
alternative. 
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Mr.  Pearson.  Were  vou  in  Califoriiiii  when  tlie  Sharkey  bill  was 
up  ill  1931? 

Mr.  Wylie.  I  was. 

Mr.  Pearson.  Did  you  support  that  bill? 

Mr.  Wylie.  No;  I  didn't  support  the  bill.  In  fact,  I  took  no 
particular  activity  in  it. 

Mr.  Pearson.  Well,  now,  at  that  time,  the  condition  of  the  in- 
dustry was  in  a  deplorable  situation  in  this  State  due  to  the  falling 
down  of  the  voluntary  system,  and  you  opposed  that  bill,  you  say,  and 
you  give  now  as  your  reason  for  supporting  the  Atkinson  bill  the  fact 
that — you  say  now  that  you  would  not  have  supported  that  so  long  as 
the  voluntary  system  was  upheld.  How  do  you  reconcile  those  two 
positions? 

Mr.  Wylie.  I  said  that  the  support  of  the  Atkinson  was  the  lesser 
of  two  evils.  In  the  Sharkey  bill,  where  I  say  I  supported  it,  I  was 
not  informed,  as  I  am  today,  that  a  lot  of  water  had  gone  over  the 
faUs. 

Mt.  Pearson.  That  is  all. 

Mr.  Wolverton.  Mr.  Wylie,  several  times  you  made  a  reference 
to  a  choice  between  these  two  bills  as  the  lesser  evil.  I  do  not  want 
to  express  an  opinion  as  to  whether  either  of  them  was  an  evil  or 
whether  one  was  the  lesser  evil  than  the  other,  but  I  am  inclined  to 
think  the  basic  thought  you  expressed  has  a  great  deal  of  substance 
to  it.  See  if  I  can  state  your  position,  as  I  understand  it.  You  were 
fearful  in  the  State  of  California  that  if  the  State  of  Cahfornia  did 
not  adopt  some  regulatory  measure  of  its  o'wm,  that  then  there  was 
great  danger  that  there  would  be  Federal  legislation  and  under  such 
circumstances  you  would  prefer  that  it  be  State  legislation? 

Air.  Wylie.  That  is  absolutely  correct.  Putting  it  in  another 
way,  we  got  burned  under  the  N.  R.  A.  with  the  Federal  regulations, 
I  looked  at  this  Atkinson  bill  as  a  sort  of  another  stove  of  a  different 
color,  but  I  imagine  I  was  willing  to  see  if  I  would  get  burned  on  that 
too,  it  was  the  lesser  of  two  evils, 

Mr.  Wolverton.  I  am  not  sure  that  the  basis  on  which  you 
acted  in  your  attitude  on  the  Atkinson  bill  has  not  been  the  same 
basis  on  which  other  States  have  adopted  regulatory  measures. 
Texas  is  opposed  to  Federal  legislation. 

They  adopted  a  State  regulatory  measure,  Oklahoma  the  same, 
and  I  might  enumerate  all  of  the  States  that  have  done  so.  I  am 
inclined  to  think  they  saw  the  ^visdom  of  ha\nng  State  legislation  in 
an  effort  to  preclude  Federal  legislation.  I  have  not  heard  at  any 
time  in  any  of  our  hearings  such  violent  opposition  to  State  regulation 
in  the  States  that  already  had  such  legislation  as  I  have  heard  here 
in  these  hearings,  against  this  State  having  similar  legislation.  It  is 
difficult  for  me  to  understand  how  the  oil  industry  in  Texas  and 
those  other  States  that  have  State  regulatory  measures  can  be, 
apparently,  so  well  satisfied  with  the  results  in  their  States  and  in 
Calitornia  such  opposition  to  the  same  type  of  legislation. 

May  I  say  further  that  I  have  been  on  tliis  committee  from  the 
time  the  first  bill  was  introduced,  the  Thomas-Disney  Act,  It  was 
with  reference  to  that  proposed  legislation  that  we  came  to  California 
about  5  years  ago.  We  went  also  to  the  other  oil-producing  States. 
It  is  a  matter  of  record  that  when  our  hearings  were  first  held  in 
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Washington  on  that  measure  there  seemed  to  be  favorable  opinion 
expressed  by  the  oil  industry  for  Federal  regulation,  but  after  the 
adjournment  of  our  early  hearings  on  that  bill  and  our  subsequent 
hearings  in  the  fall  of  the  same  year,  we  found  that  there  had  been 
a  change  of  opinion  in  the  oil  industry,  and  the  industry  seemed  to  be 
opposed  to  what  previously  they  had  seemed  to  favor.  I  thought 
there  must  be  a  reason  for  it.  I  am  not  in  a  position  to  speak  as  to 
what  the  industry,  the  oil  industry,  may  have  considered  as  a  sufficient 
reason  to  change.  I  have  always  had  a  personal  opinion  that  it  may 
have  been  due  to  a  bill  that  had  been  drawn  in  the  Department  of 
the  Interior,  which  never  saw  the  light  of  day  so  far  as  introduction 
in  Congress  was  concerned.     I  refer  to  the  so-called  Margold  bill. 

It  may  be  when  the  industry  saw  the  extent  of  the  Margold  bill, 
which  seemed  to  have  ramifications  that  might  have  affected  even 
the  question  of  service  and  marketing  as  well  as  production,  refining, 
and  transportation,  that  they  felt  that  they  were  going  too  far  in 
asldng  for  any  Federal  regulation.  It  may  have  been  their  thought 
that  the  nose  of  the  camel  under  the  tent  might  be  eventually  be 
disastrous.  I  am  not  certain  whether  that  was  the  case.  No  one 
has  ever  confirmed  my  thought  that  by  anytliing  that  has  been  said 
in  any  of  our  hearings,  but  it  has  been  a  thought,  at  least,  that  has 
Imgered  in  my  mind.  The  same  mterests  that  were  opposed  to  Federal 
regulation  were  the  same  interests  that  ultimately  obtained  State 
regulation  in  these  different  States  that  now  have  it.  I  am  inclined 
to  believe  that  they  did  this  with  the  knowledge  that  by  douig  so 
they  were  to  that  extent  precluding  the  possibility  of  Federal  legisla- 
tion and  it  is  with  respect  to  that  phase  of  it  that  I  have  been  very 
much  interested  in  these  hearings  to  understand  why  there  is  such 
violent  opposition,  on  the  part  of  the  oil  industry  to  proper  State 
regulation  and  why  they  do  not  see  it  as  a  solution  as  it  has  been  seen 
in  other  States. 

Mr.  Whylie.  It  is  a  highly  controversial  subject  for  me  to  try  to 
explain  it,  I  am  afraid  I  might  fail. 

Mr.  WoLVERTON.  I  am  not  asking  for  your  opinion.  I  am  making 
the  statement  with  the  hope  that  before  we  have  finished  our  hearing, 
some  witness  who  feels  qualified  to  speak  on  it  might  make  some 
reference  to  it. 

Mr.  Kelly.  All  right.  Thank  you,  Mr.  Wylie.  Mr.  Johnson,  re- 
garding your  group,  we  only  have  10  minutes  tonight,  and  I  think 
we  better  adjourn  the  hearing  at  this  time  and  hear  your  group 
tomorrow;  the  committee  will  stand  adjourned  until  9:30  o'clock 
tomorrow  morning. 

(Wliereupon  an  adjournment  was  taken  to  9:30  a.  m.,  Januarv  18, 
1940.) 
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THURSDAY,   JANUARY   18,    1940 

House  of  Representatives, 
Subcommittee  of  the  Committee  on  Interstate 

AND  Foreign  Commerce, 

Los  Angeles^  Calif. 

Mr.  Cole.  All  right,  gentlemen,  the  committee  will  come  to  ord(;f. 
Mr.  Pemberton,  I  understand  yon  have  a  correction  you  desire  to 
make  in  your  testimony  of  yesterday,  Mr.  Pemberton. 

Mr.  Pemberton.  Yes  sir. 

Mr.  Coee.  Do  yon  want  to  make  a  correction  in  your  testimony 
now  ? 

Mr.  Pemberton.  Yes,  Mr.  Cole.  Yesterday  I  testified  concerning 
the  amount  of  aviation  gasoline  sent  from  California  to  Russia  and 
I  have  been  corrected  by  authorities  to  the  extent  that  during  the  year 
1839  only  two  barrels  of  aviation  gasoline  were  sent  from  Califoniia 
to  Russia;  883,530  barrels  of  ordinary  gasoline  was  exported. 

Mr.  Cole.  Now,  where  are  these  figures  from  ? 

Mr.  Pemberton.  These  are  taken  from  the  statistics  of  the  Bureau 
of  Foreign  and  Domestic  Commerce  of  the  United  States  Foreign 
Trade  Section. 

Mr.  Cole.  As  of  what  date? 

Mr.  Pemberton.  The  date  is  as  the  end  of  November.  There  is  no 
date  on  this  particular  communication,  but  it  was  evidently  made 
yesterday. 

Mr.  Cole.  Your  opinion  yesterday  was  based  upon  your  close  asso- 
ciation with  the  facts  you  presented  to  us,  was  it  not? 

Mr.  Pemberton.  No  ;  it  was  not.  It  was  simply  a  mistake  on  my 
part,  that  the  gasoline  was  aviation  gasoline  and  not  straight  gasoline. 

Mr.  Cole.  Was  that  up  to  November? 

Mr.  Pemberton.  It  was  for  the  entire  year  of  1939.  I  do  not  know 
if  anything  has  been  shipped  in  January. 

Mr.  Cole.  Do  you  want  to  put  that  in  the  record  ? 

Mr.  Pemberton.  Yes ;  I  would  like  to  have  this  go  in  the  record. 

Mr.  Cole.  All  right.  Let  that  be  incorporated  in  the  record  at  this 
time,  copy  it  in  the  record. 

GASOLINE  Exports  to  rubsia,  1939 

According  to  the  monthly  United  States  Foreign  Trade  Statistics  No.  3103-A 
of  the  Bureau  of  Foreign  and  Domestic  Commerce,  there  were  only  two  barrels 
of  aviation  gasoline  shipped  from  the  United  States  to  Russia  in  the  first  11 
months  of  1939. 

However,  there  were  shipments  of  gasoline  labeled  on  the  report  as  "Other 
gasoline." 

816 
191158 — 40— pt.  2 18 


816 


PETROLEU:\r  INVESTIGATION 


Following  are  shipments  of  gasoline  to  Russia   as  taken  from   the   reports 
mentioned : 

United  States  gasoline  exports  to  Russia 


5016.1— Aviation 
gasoline  In  bulk 

5016.2— Aviation 
gasoline  in  con- 
tainers, barrels 

6017.1-Other  gas- 
oline    in     bulk, 
barrels 

January 

March  . 

April 

May.::.:::::: ::;:::::::    :::::::::::::: 

June 

July 

September 

248, 154 

October 

318, 491 

2 

316, 885 

Total 

2 

883,530 

From  the  above  it  is  apparent  that  the  recent  movement  of  gasoline  to  Russia 
from  California  was  not  aviation  gasoline,  with  the  possible  exception  of  the 
two  barrels  in  the  second  column. 

(Compiled  by  Oil  Producers  Agency  of  California,  1-17-40.) 

Mr.  Cole.  The  next  and  last  group  to  appear  are  the  Oil  Pro- 
ducers Agency  of  California  and  I  corresponded  with  Mr.  Johnson, 
vice  president.    Is  Mr.  Johnson  here  ? 

Mr.  Kelly.  He  was  outside  a  while  ago. 

Mr.  Cole.  Is  Mr.  Johnson  of  the  Oil  Producers  Agency  of  Cali- 
fornia here? 

Mr.  Cranson.  I  am  with  the  group. 

Mr.  Cole.  What  is  your  name? 

Mr.  Cransox.  L.  A.  Cranson.    I  was  requested  to  appear. 

Mr.  Cole.  Wliere  is  Mr.  Johnson,  do  you  know  ? 

Mr.  Cranson.  He  is  supposed  to  be  here. 

Mr.  Cole.  Well,  Mr.  Cranson,  maybe  you  can  supply  the  informa- 
tion.   How  many  in  your  group  are  here  to  testify  today? 

Mr.  Cranson.  I  believe  there  are  six. 

Mr.  Cole.  Mr.  Johnson? 

Mr.  Cranson.  Mr.  Johnson  has  a  paper  as  well  as  myself  and  Mr. 
Beddow. 

Mr.  Cole.  Mr.  Beddow? 

Mr.  Cranson.  Yes;  and  Mr.  Whaley. 

Mr.  Cole.  And  Mr.  Kleinpell? 

Mr.  Cranson.  Yes,  sir ;  but  I  do  not  think  he  will  have  a  paper. 

Mr.  Cole.  And  Mr.  Garrison? 

Mr.  Cranson.  Yes ;  Mr.  Garrison  has  a  paper. 

Mr.  Cole.  Will  it  be  the  proper  order  to  start  with  you? 

Mr.  Cranson.  I  believe  that  was  the  intention. 

Mr.  Cole.  That  is  all  right  Mr.  Cranson.    You  may  proceed  now. 

STATEMENT  OP  L.  A.  CRANSON 

Mr.  Cranson.  My  name  is  Lorin  Alvin  Cranson.  I  am  vice  presi- 
dent and  a  director  of  the  Honolulu  Oil  Corporation  whose  head 
office  is  located  in  San  Francisco,  Calif.  My  company  has  properties 
and  producing  wells  in  several  California  fields,  in  Texas,  and  in 
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Wyoming.  I  am  also  a  director  of  the  Kettleman  North  Dome  Asso- 
ciation in  California 

Mr.  Cole.  I  am  afraid  we  are  having  a  little  difficulty  in  hearing 
you. 

Mr.  Cranson.  Is  this  thing  working  [indicating  microphone]  ? 

Mr.  Cole.  Yes ;  but  that  is  for  the  people  in  the  back  of  the  room. 

Mr.  Cranson.  I  have  been  actively  engaged  in  the  oil  business 
since  1922,  and  have  worked  in  field  operations,  geology,  petroleum 
engineering,  have  served  in  curtailment  or  proration  work,  and  have 
been  in  the  San  Francisco  office  of  the  company  since  1932. 

I  graduated  from  Stanford  University  with  the  degree  of  A.  B. 
in  geology  in  1922. 

I  intend  to  place  before  you  gentlemen  in  a  general  and  brief 
manner,  supported  by  some  statistics,  my  ideas  with  respect  to  waste 
in  connection  with  the  California  oil  industry.  The  topics  will  be  as 
follows : 

I.  Gas  waste. 
II.  Oil  waste, 
III.  Waster  of  reservoir  energy — Underground  waste. 
rV.  Well  spacing. 
V.  California  State  laws  regarding  conservation  of  oil  and 
gas. 
VI.  Conclusions  and  summary. 

I.    GAS  WASTE  IN  THE  CALXTORNIA  OIL  INDUSTRY 

What  constitutes  waste  and  what  constitutes  conservation  in  the 
oil  industry?  Complete  definitions  of  these  terms  are  impossible. 
Our  duty  in  the  light  of  our  present  knowledge  is  to  utilize  petroleum 
and  its  products  in  a  proper  manner,  to  apply  the  most  effective 
known  methods  of  recovery  with  respect  both  to  producing  and  re- 
fining operations,  and  to  continue,  as  we  have  in  the  past,  our  active 
search  for  more  efficient  methods  of  recovery  and  utilization.  I  be- 
lieve that  we  are  performing  this  duty  in  a  remarkable  manner. 

Mr.  Cole.  Mr.  Cranson,  may  I  interrupt  you  for  a  minute  and  ask 
you  how  much  time  your  prepared  statement  wiU  take? 

Mr,  Cranson.  I  believe  about,  approximately  30  minutes. 

Mr.  Cole.  This  will  be  off  the  record. 

(Discussion  off  the  record.) 

Mr.  Cole.  Mr.  Reporter,  you  will  copy  this  statement  into  the 
record, 

Mr.  Cranson.  Gas  waste  may  be  considered  to  fall  into  two  types; 
narnely,  avoidable  waste  and  unavoidable  waste.  Most  gas  waste  in 
California  has  been  unavoidable  at  the  time  it  took  place,  for  the  gas 
was  produced  along  with  the  oil  as  a  byproduct  and  there  was  a 
market  for  the  oil,  but  none  for  the  gas.  It  must  be  kept  in  mind  that 
our  gas  markets  have  been  expanding  at  a  very  rapid  rate,  and  the 
development  of  additional  uses  for  gas  has  helped  materially  in 
solving  the  problem  of  utilization  of  our  gas. 

The  problem  of  waste  will  be  found  to  exist  in  all  industries. 

We  cannot  employ  ideas  and  equipment  which  are  yet  unknown, 
and  we  can  always  look  backward  and  see  the  savings  which  could 
have  been  made  by  the  use  of  modern  methods.    If  we  could  likewise 
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look  into  the  future,  avb  would  no  doubt  be  surprised  by  the  ineffi- 
ciency of  our  present  practices.  I  might  refer  to  one  well  located 
upon  one  of  our  own  properties  in  Buena  Vista  Hills  which  was  com- 
])leted  about  1914.  This  w^ell  blew  the  surface  fittings  away  and 
(lowed  wide  open  to  the  air  for  many  years.  Some  iron  sheets  and 
timbers  were  thrown  over  the  mouth  of  the  well  to  prevent  excessive 
spraying  of  oil.  The  oil  ran  into  a  surface  sump  and  was  then  run 
to  shipping  tanks.  The  gas  and  gasoline  were  thus  wasted  to  the  air 
for  many  years.  This  practice  was  not  considered  extraordinarily 
bad  at  the  time  because  of  lack  of  knowledge  of  gasoline  manufacture 
from  wet  gas,  together  with  the  scarcity  of  markets  for  these  products. 
We  had  little,  if  any,  knowledge  at  that  time  of  the  part  played  by 
gas  in  the  recovery  of  oil. 

I  say,  therefore,  that  most  loss  of  gas  might  be  termed  "unavoid- 
able loss"  at  the  time  such  loss  took  place.  It  is  true  that  there  are 
other  losses  than  blow  to  the  air.  There  are  pipe-line  losses,  losses 
from  oil  tanks,  compressor-plant  losses,  underground  losses,  and  so 
forth.  These  have  been  greatly  reduced  by  modern  practices,  and 
will  no  doubt  be  further  rexluced  as  our  efficiency  continues  to  increase. 

I  have  incorporated  at  this  point  data  sheets  and  graphic  charts 
which  show  pertinent  gas  statistics  for  the  State  as  a  whole,  and 
for  three  important  gas-  and  oil-producing  fields — namely,  Kettleman 
North  Dome,  Ventura  Avenue,  and  North  Belridge.  These  three 
fields  are  currently  producing  apj^roximately  50  percent  of  the  total 
State  gas  production.  I  would  also  include  the  fields  of  Montebello 
and  Wilmington,  but  I  have  been  advised  that  these  fields  will  be 
discussed  by  others  to  appear  before  your  committee. 

The  data  are  for  the  period  1930  to  1939  (11  months),  inclusive, 
and  show  in  each  case  total  gas  produced  annually,  total  gas  blown  to 
the  air  annually,  and  the  percentage  of  total  gas  production  blown  to 
the  air  annually.  Oil  production  is  shown  on  the  data  sheets  but  not 
on  the  charts. 

T  left  that  off  the  chart,  because  I  thought  it  might  complicate  it. 

CALIFORNIA    STATE    TOTAL 

We  will  first  consider  the  State  as  a  whole.  You  will  note  that 
in  1930  the  total  amount  of  unconservecl  or  bloAvn  gas  amounted  to 
about  215,500,000  M  cubic  feet,  which  was  equal  to  39.5  percent  of  the 
total  production.  For  the  period  from  1935  to  1939,  inclusive,  how- 
ever, the  average  percentage  of  unconserved  gas  has  amounted  to 
approximately  7.3  percent.  Thus,  remarkable  strides  in  conservation 
have  been  made  for  the  State  as  a  whole,  and  the  industry  is  working 
constantly  to  conserve  all  of  the  gas  and  to  improve  its  use.  It 
is  not  concerned  with  preventing  blow  alone,  but  is  equally  concerned 
with  getting  the  greatest  amount  of  work  out  of  all  of  "the  gas.  I 
will  cite  only  one  example  of  this — namely,  gas  vStorage  and  gas 
injection. 

Data  relative  to  this  phase  are  shown  herewith.  Gas  storage  and 
gas  injected  have  not  been  broken  down  into  their  respective  parts, 
nor  have  the  data  been  segregated  by  fields.  This  is  in  the  interest 
of  brevity.  Gas  storage  as  a  rule  implies  gas  which  has  been  stored 
in  underground  formations  in  order  to  prevent  dissipation  and  to  be 
withdrawn  and  used  at  a  Inter  date.     Injected  gas  is  gas  which  is 
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injected  into  oil  horizons  for  the  purpose  of  assistinjr  in  the  recovery 
of  oil,  gas.  and  gasoline.  Both  of  these  uses  are  conservation 
measures. 

Mr.  Cole.  Right  at  that  point:  These  conservation  measures  you 
describe,  are  they  in  effect  in  California? 

Mr.  Cr ANSON.  Yes. 

Mr.  Cole.  In  how  many  fields? 

Mr.  Cranson.  I  couldn't  say  offhand. 

Mr.  Cole.  As  repressuring  ? 

Mr.  Cranson.  Either  as  repressuring  or  gas  injection.  I  knoAv  we 
have  been  doing  it  in  Buena  Vista  Hills,  one  of  our  properties,  since 
about  1925  and  still  are.  We  have  put  billions  of  feet  of  gas  back  into 
the  gromid;  at  Dominguez  the  same  thing  has  taken  place  and  at 
Kettleman  Hills  and  Belridge  substantial  amounts,  as  well  as  in  other 
fields.  I  am  not  j^reynvred  to  say  how  much  or  in  how  many  fields, 
but  I  could  look  that  up. 

Mr.  Cole.  That  is  all  right. 

Mr.  Cranson.  These  data  show  that  during  the  period  from  1930 
to  1939  (11  months),  inclusive,  some  80,000,000  M  cubic  feet  were 
handled  in  this  jnanner.  This  is  equivalent  to  2.38  percent  of  the 
total  production  for  the  same  period  and  is  equal  to  about  three 
times  all  of  the  gas  blow  for  the  State  during  the  year  1939. 

KETTLEMAN  NORTH  DOME  OIL  FIELD 

The  data  for  Kettleman  North  Dome  oil  field,  located  in  Fresno  and 
Kings  Counties,  Calif.,  indicate  that  in  1930  there  was  unutilized  gas 
in  the  amount  of  a})proximately  108,000,000  M  c.  f .,  or  about  69  percent 
of  the  total  production  for  the  year. 

During  the  year  of  maximum  oil  production,  1936,  when  approxi- 
mately 29,000,000  barrels  were  produced,  the  gas  production  was  less 
than  in  1930  by  about  48,000,000  M  c.  f .,  while  the  blown  gas  amounted 
to  onlv  2.03  percent.  The  volume  of  blown  gas  was  slightly  in  excess 
of  2,000,000  M  c.  f.,  as  compared  with  108,000,000  M  c.  f.  in  1930. 

The  11 -month  period  in  1939  shows  that  the  unconserved  gas  was 
reduced  to  about  1,300,000  M  c.  f.,  or  1.41  percent  of  total  production. 

It  is  also  pertinent  to  note  that  the  gas-oil  ratio  was  reduced  from 
about  26,000  cubic  feet  per  barrel  in  1930  to  5,000  cubic  feet  per  barrel 
in  1939. 

These  data,  in  my  opinion,  indicate  remarkable  progress  in  gas  con- 
servation and  utilization.  It  should  be  noted  also  that  Kettleman 
Hills  is  underlain  by  a  very  prolific  and  high-pressure  Eocene  gas  and 
light-oil  stratum,  and  that  gas  from  this  zone  is  being  used  in  the 
production  of  considerable  quantities  of  Temblor  zone  oil.  One  re- 
cently consummated  agreement  covering  a  large  portion  of  the  south 
end  of  the  field  provides  for  maintaining  gas-oil  ratios  at  3,000  cubic 
feet  per  barrel,  which  amounts  to  a  reduction  of  2,000  cubic  feet  per 
barrel  below  the  present  field  average  of  5,000  cubic  feet. 

NORTH  BELRIDGE  OIL  FIELD,  KERN  COUNTY,  CALIF. 

The  gas  data  for  the  North  Belridge  oil  field  show  that  in  the  year 
1930  the  total  gas  production  was  approximately  4,800.000  M  c.  f.  and 
that  the  gas  blown  amounted  to  about  3,750,000  M.  c.  f.,  or  about  78.5 
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percent.  In  1931  some  50  percent  of  the  production  was  not  utilized, 
and  in  1932  approximately  13  percent.  The  11-month  period  of  1939 
shows  a  blow  of  about  1,450,000  M  c.  f.,  equal  to  only  3.65  percent  of 
the  total  production.  The  data  also  indicate  that  considerable  gas  has 
been  injected  into  the  formations.  During  the  1939  period  approxi- 
mately 1,850,000  M  c.  f.,  equal  to  4.72  percent  of  the  field  production, 
was  disposed  of  in  this  manner.  These  figures  show  that  about  400,000 
M  c.  f.  more  gas  was  returned  to  the  oil  zones  than  was  blown  to  the 
air.     In  my  opinion,  real  conservation  has  been  shown  in  this  field. 

VENTUKA  AVENUE  OIL  FIELD,  VENTURA  COUNTY,  CALIF. 

The  Ventura  Avenue  oil  field  produced  about  59,000,000  M  c.  f.  of 
gas  in  1930,  of  which  amount  about  12,000,000  M  c.  f.,  or  20.42  per- 
cent, was  unutilized.  During  11  months  of  1939  the  field  produced 
approximately  33,700,000  M  c.  1,  of  which  some  760,000  M  c.  f.,  or 
2.27  percent,  was  unutilized.  The  average  gas  blow  for  the  last  6 
years  has  been  approximately  1.8  percent.  This  field  has  presented 
another  outstanding  example  of  the  conservation  of  gas. 

As  stated  above,  the  three  fields  discussed  are  producing  approxi- 
mately 50  percent  of  the  State's  gas.  The  present  annual  amount  of 
their  unutilized  gas  in  about  3.500,000  M  c.  f.,  equivalent  to  approxi- 
mately 2.2  percent  of  their  total  production.  It  is  to  be  noted  that 
one  field,  namely,  Kettleman  North  Dome,  has  approximately  50  per- 
cent of  its  area  operated  in  accordance  with  a  unit  agreement,  and 
most  of  the  remaining  area  is  operated  pursuant  to  the  terms  of  a 
collateral  agreement.  Although  the  field's  gas-conservation  record  is 
excellent,  it  is  about  on  a  par  with  North  Belridge  and  Ventura  Avenue, 
where  no  such  unit  plans  or  operating  agreements  exist. 

II.    OIL  WASTE  IN  CALIFORNIA,  EXCLUSIVE  OF  UNDERGROUND  WASTE 

I  think  I  will  summarize  this  topic  by  saying  that  in  it  I  point  out 
that  at  the  present  time  there  is  practically  no  waste  above  gi'ound. 
The  tank  farms,  most  of  them,  are  equipped  with  systems  that  take 
care  of  the  evaporation  losses,  and  the  pipe-line  losses  are  very  small. 
The  loss  in  bleeding  tanks  is  very  small,  so  that  I  believe  you  can  safely 
say  that  above  ground  there  is  practically  no  waste  in  the  oil  industry. 

I  do  not  know  of  any  data  from  which  accurate  over-all  statistics 
relative  to  surface  waste  of  oil  can  be  compiled,  so  my  statements  will 
be  general  rather  than  specific.  Some  specific  instances  could  be  cited 
where  sumps  have  broken,  storage  has  burned,  pipe  lines  have  broken, 
wells  have  gotten  away,  and  so  forth,  but  these  instances  would  not 
account  for  large  vohnnes  of  oil  as  compared  with  total  production, 
and  should  be,  for  the  most  part,  classed  as  acts  of  God  and  therefore 
unavoidable.  Much  has  been  done,  however,  to  prevent  such  losses, 
and  they  are  now  so  rare  as  to  be  negligible. 

Loss  of  oil  through  evaporation  was  at  one  time  a  major  loss,  but 
most  evapoi'ation  losses  are  now  prevented  through  i)roper  separation 
of  oil  and  gas  and  by  means  of  vapor-recovery  systems. 

In  years  gone  by,  large  quantities  of  oil  were  stored  in  unlined 
earthen  sumps,  and  losses  were  large,  both  through  evaporation  and 
by  seepage  into  the  earth.  This  practice  is  practically  nonexistent 
now,  except  where  small  quantities  of  very  heavy  refinery  residuum 


PETROLEUM  INVESTIGATION  821 

or  extremely  heavy,  low-grade  crude  are  so  stored.  There  is  an  in- 
stance of  such  storage  at  Santa  Maria,  where  undesirable,  cheap  re- 
finery residuum  has  been  stored  in  earthen  sumps.  If  losses  occur, 
they  will  be  extremely  low,  for  certainly  no  evaporation  will  take 
place,  and  very  little  seepage  will  accrue,  due  to  the  tarry  character 
of  the  residuum. 

Santa  Barbara  County  has  passed  an  ordinance  against  such  storage 
practice,  and  it  should  not  take  place  in  the  future  in  that  county. 

Oil  losses  as  a  result  of  tank  bleeding  have  been  reduced  to  a  mini- 
mum by  automatic  bleeding  devices,  chemical  treatment  of  oil  to  break 
down  emulsions,  and  more  skillful  operation.  Any  oil  so  escaping  is 
commonly  used  to  surface  roads  or  is  picked  up  and  reclaimed,  and 
so  is  not  lost. 

In  our  recently  developed  and  present  developing  high-gravity  oil 
fields,  a  barrel  of  oil  is  never  exposed  to  the  air,  but  travels  from 
well  to  refinery  in  a  closed  system.  You  can  pass  through  such  a  field 
on  an  inspection  trip  and  not  see  a  single  barrel  of  oil  on  its  way  from 
well  to  refinery.  It  is  sometimes  difficult  to  believe  one  is  in  an  oil 
field,  especially  when  the  derricks  are  removed  from  the  wells.  The 
character  and  quantity  of  oil  and  tlie  amounts  of  gas  produced  cannot 
be  estimated  by  a  trip  through  the  field,  but  only  through  an  examina- 
tion of  production  data.  We  have  progressed  far  from  the  days  when 
a  well  flowed  wide  open  into  flow  tanks,  with  tremendous  evaporation 
losses  and  with  loss  of  all  of  the  gas  and  casing-head  gasoline. 

A  barrel  of  oil  coming  from  one  of  the  modern  high-pressure  wells 
never  sees  the  light  of  day  from  the  time  it  leaves  the  well  until  it  gets 
to  the  refinery,  and  if  you  go  to  one  of  those  wells  you  probably  won't 
see  a  barrel  of  oil  while  you  are  there. 

WASTE  OF  RESERVOIR  ENERGY — UNDERGROUND  WASTE 

The  waste  of  reservoir  energy  which  supposedly  results  in  the  under- 
ground waste  or  loss  of  hydrocarbons  is  a  very  controversial  and  diffi- 
cult subject  to  handle  except  in  a  general  manner.  I  know  of  no 
reliable  statistics  which  set  forth  facts  demonstrating  that  there  have 
been  positive  known  amounts  of  oil  and/or  gas  lost  through  improper 
utilization  of  reservoir  energy. 

Not  many  years  ago,  before  our  drilling  technique  had  developed  to 
its  present  scientific  art,  we,  as  at  present,  attempted  to  set  our  casings 
in  wells  in  proper  position  to  exclude  water  from  our  oil  and  gas  zones, 
and  to  prevent  the  migration  of  oil  and  gas  to  formations  where  they 
might  be  lost  either  temporarily  or  permanently.  Our  efforts  were 
sincere,  but  in  many  instances  subsequent  developments  have  indicated 
that  we  were  in  error.  I  know  of  one  instance  where  we  set  at  least  one 
million  dollars'  worth  of  casing  to  protect  a  gas  zone,  only  to  find 
later  tliat  our  results  were  extremely  questionable.  We  were  blunder- 
ing in  the  right  direction,  but  lacked  sufficient  data  to  do  a  perfect 
job.  Modern  equipment  and  practices  have  enabled  us  to  accomplish 
many  of  the  constructive  things  which  we  have  anticipated  for  years. 
We  are  now  able  to  determine  many  of  the  characteristics  of  our 
reservoirs,  to  segregate  our  producing  zones  so  as  to  greatly  reduce  or 
eliminate  any  migration  between  zones,  to  set  our  casings  and  place 
our  cement  so  as  to  greatly  minimize  underground  waste.  Our  re- 
search work  in  connectioii  witli  fluid  behavior  under  different  types 
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of  reservoir  conditions  has  provided  us  with  important  guides  in  de- 
termining efficient  oil-field  practice.  All  operators  are  keenly  aware 
of  the  desirability  of  conserving  underground  energy,  and  are  con- 
serving it  to  the  best  of  their  knowledge  and  insofar  as  conditions 
will  permit.  Efficiency  is  accelerating,  and  we  can  hope  for  much 
better  results  in  the  futm-e. 

Before  the  advent  of  the  core  barrel,  core  analysis,  electrical  logging 
devices,  and  so  forth,  we  wei-e  forced  to  guess  at  the  character  and 
thickness  of  an  oil  zone  from  drillers'  logs,  which  were,  as  a  rule, 
extremely  inaccurate.  Thus  we  might  assume  an  oil  zone  100  feet 
thick  to  consist  entirely  of  sand  and  compute  residual  oil  left  in  the 
fonnation  on  that  basis.  Core  analysis,  electrical  logging,  and  so  forth, 
might  later  reveal,  however,  that  the  assumed  100-foot  and  sand  zone 
was  no  percent  shale,  and  that  an  additional  10  percent  was  very  dense 
and  impervious,  and  probably  would  yield  little,  if  any,  oil.  We  might 
subsequently  find  that  the  oil  sand  contained  30  percent  of  connate 
water  in  its  pore  space.  This  water  did  not  migrate  out  of  the  sand, 
so  that  we  could  account  for  it,  but  remained  static  there  until  careful 
core  analysis  revealed  its  presence.  We  would  then  be  forced  to 
revise  our  estimate  of  residual  oil,  because  if  the  pore  space  which  was 
allotted  to  oil  and  gas  contained  30  percent  of  water,  then  obviously 
tlio  volume  of  estimated  residual  oil  would  have  to  be  decreased  by 
the  amount  of  the  connate  water  in  the  sand.  We  might  find  also 
that  a  barrel  of  oil  in  the  well  does  not  equal  a  barrel  when  raised 
to  the  surface  but  shrinks  to  something  less  when  the  gas  has  been 
removed  from  it.  Even  though  some  oil  is  left  in  the  formation  when 
the  gas  is  exhausted,  do  we  know  that  it  will  not  subsequently  be 
recovered  by  more  advanced  methods?  The  industry  is  continually 
studying  underground  conditions  by  core  analysis,  gas  injection,  water 
diive.  pressure-temperature  surveys,  and  by  other  means  in  order  to 
detei'mine  the  best  operating  practices.  The  industry  is  anxious  and 
eager  to  adopt  any  new  practice  which  will  conserve  our  oil  and  gas 
supply  or  reduce  our  costs. 

^Ir.  Cole.  Let  me  ask  you  at  that  point :  There  is  nothing  in  the 
California  law  to  prevent  underground  waste,  is  there  ? 

Mr.  Cranson.  Yes.  sir. 

Mr.  Cole.  What  ? 

Mr.  Cranson.  There  is  a  provision  of  the  California  law  for  con- 
trol of  gas.  I  Avill  come  to  that  later  in  the  paper.  It  prevents  the 
blowing  of  gas  into  the  air,  and  it  provides  for  the  proper  setting  of 
casing  so  as  not  to  allow  the  infiltration  of  water  into  the  oil  sand, 
nor  to  allow  the  infiltration  oil  into  the  water  sands.  There  is  also  a 
provision  for  well  spacing. 

Mr.  Cole.  Is  that  enforced? 

Mr.  Cranson.  Yes ;  they  are  enforced  as  much  as  the  State  feels  like 
enforcing  them. 

Mr.  Cole.  Well,  that  is  a  verv  important  provision  of  vour  hiw,  is 
it  not?  ] 

Mr.  Cranson.  Yes,  sir;  I  think  they  are  all  very  important  pro- 
visions. 

Mr.  Cole.  A  State  without  such  a  statute,  an  oil-producing  State, 
in  your  opinion,  should  have  one? 
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Mr.  Ckanson.  Yes,  sir.  1  am  very  much  in  favor  of  the  State  hiw. 
In  fact,  I  have  been  in  favor  of  every  law  introduced  in  this  State 
for  the  control  of  oil  production. 

Mr.  Cole.  All  right. 

Mr.  Pearson.  Including  also  the  Atkinson  law? 

Mr.  Cranson.  Yes,  sir:  also  including  the  Atkinson  bill.  And  I 
also  may  say  that  I  was  in  favor  of  the  Wagy  Act,  when  it  became 
apparent  that  one  of  them  could  not  pass  and  the  other  might  pass 
I  favored  that  one  also. 

Mr.  Cole.  Whv  did  you  favor  the  Atkinson  bill? 

Mr.  Cranson.  " I  believe  at  the  present  time  that  our  oil  industry 
in  California  is  in  very  excellent  condition.  At  the  present  moment, 
in  my  opinion,  there  is  no  immediate  demand  for  a  control  bill  today. 
If,  liowever,  a  new  field  should  be  brought  in  tomorrow  to  throw  a 
lot  of  additional  crude  oil  on  the  market,  we  probably  would  need 
some  other  means,  at  least  temporarily,  of  controlling  that  situation, 
in  order  to  keep  a  proper  balance  between  supply  and  demand. 

Another  thing,  referring  to  the  trade  agreement  with  Japan,  which 
expires  on  the  2Gth  of  this  month,  I  believe  if  we  were  not  permitted 
to  ship  any  more  oil  to  Japan  some  hundred  thousands  of  barrels  of 
crude-oil  production  would  be  thrown  on  the  open  market,  put  in 
storage,  or  retained  in  the  ground,  and  I  am  not  certain  that  our 
voluntary  system  would  be  able  to  handle  such  a  flow  immediately. 
Obviously,  it  would  mean  the  shutting  down  of  wells  and  laying  off 
of  a  great  many  men. 

Another  thing  we  are  faced  with  is  the  drilling  of  too  many  wells, 
or  at  least  what  appears  to  be  the  drilling  of  too  many  wells  for  the 
present  good  of  the  industry.  We  are  putting  a  great  deal  of  capital 
back  into  the  ground,  and  it  takes  a  long  time  to  get  it  out.  Of  course, 
that  is  economic,  but  we  are  completing  roughly  100  new  wells  a 
month,  wells  of  large  capacity,  which  develop  potentials  totaling 
90,000  to  100,000  barrels  daily.  "  Each  month  we  have  to  take  care  of 
those  new  wells.  It  means  cutting  down  the  amount  of  oil  given  to 
each  well.  One  of  these  days,  if  we  keep  this  drilling  program  going, 
we  are  liable  to  be  faced  with  a  situation  where  some  operator  says. 
"I  cannot  produce  and  drill  wells  for  50  or  100  barrels  of  oil  per  day," 
or  whatever  it  may  be,  and,  "'therefore  I  am  not  going  to  abide  by 
voluntary  curtailment.  I  have  to  have  500  barrels  a  day  out  of  every 
well  I  drill."  If  we  had  a  State  law,  that  would  not  be  possible, 
because  we  would  be  controlled  as  to  production  and  also  probably 
as  to  drilling. 

I  am  looking  more  to  the  future  and  am  assuming  a  more  or  less 
over-all  viewpoint.  It  is  a  fact  we  are  in  excellent  condition  but  no 
one  knows,  when  one  of  these  things  or  perhaps  others  may  upset  our 
program,  for  a  while  at  least. 

Does  that  explain  my  position  ? 

Mr.  Cole.  Yes. 

Mr,  Wolverton.  You  made  some  slight  reference  to  the  Japanese 
situation.  To  what  extent  are  you  informed  as  to  the  amount  of  oil 
being  shipped  to  Japan  and  Russia,  and  the  price  they  pay  for  it? 

Mr.  Cranson.  Mr.  Wolverton,  I  am  not  very  familiar  with  that 
subject.  I  do  know  we  are  shipping  oil  to  Japan.  I  believe  the  aver- 
age would  be  80,000  l)arrels  daily  or  something  in  that  neighborhood, 
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maybe  more.  It  fluctuates  from  w  eek  to  week  and  month  to  month, 
depending  to  some  extent  upon  tankers  being  available,  I  suppose. 
I  understand  there  is  some  consideration  of  placing  an  embargo  on 
that  oil,  thus  eliminating  the  shipping  of  oil  to  Japan.  I  might  state 
I  am  entirely  in  approval  of  Congress'  right  to  establish  trade  agree- 
ments with  various  countries.  I  think  they  are  essential  and  if  during 
negotiations  with  other  countries  it  is  necessary  to  change  our  oil  ship- 
ments and  oil  supply  slightly,  I  believe  that  is  in  their  power,  how- 
ever personally  I  might  not  agree  with  what  Congress  does  at  the  time. 
If,  however,  all  of  our  oil  supply,  or  a  great  part  of  it  now  sold  to  the 
other  nations  was  to  be  cut  off  because  of  the  fact  that  we  want  to  keep 
it  at  home  for  a  reserve,  I  would  disagree  with  that  policy.  As  long  as 
we  have  reserves  facing  us  such  as  we  have  now,  and  I  fully  believe 
our  total  reserves  in  the  United  States  have  not  been  scratched — I 
think  new  methods  are  going  to  continue  to  locate  new  fields.  In  fact, 
our  problem  now  seems  to  me  to  be  too  much  oil  and  not  too  little.  So, 
as  I  say,  I  would  be  opposed  to  a  policy  being  set  up  by  the  Federal 
Government  to  eliminate  the  shipment  of  oil  to  foreign  countries  for 
the  purpose  of  maintaining  our  oil  here,  but  I  am  in  favor  of  the  trade 
agreements  which  might  in  some  way  reduce  our  amounts,  if  it  in- 
volves bettering  our  trade  conditions  with  other  countries. 

Mr.  WoLVERTON.  What  is  the  attitude  of  your  association  or  of  the 
oil  industry,  if  you  can  speak  for  it,  with  respect  to  an  embargo  on  oil 
and  gasoline  being  sent  to  Japan  to  annihilate  the  defenseless  Chinese 
and  to  Russia  to  bring  the  Finns  into  subjection? 

Mr.  Chanson.  I  do  not  believe  that  I  would  want  to  speak  for  the 
oil  industry  or  for  the  association  I  am  with  on  that  topic.  I  might 
merely  state  my  own  feelings,  that  if  we  do  not  send  the  oil  to  Japan 
the  chances  are  they  would  get  it  from  somewhere  else.  I  do  not  be- 
lieve there  is  any  more  reason  to  stop  the  sending  of  oil  to  Japan 
than  there  is  of  stopping  the  sending  of  iron  ore  or  copper  which  goes 
into  the  making  of  shells  and  war  materials,  or  any  other  of  our  nat- 
ural resources. 

Mr.  WoLVERTON.  Well,  we  do  not  have  the  other  people  before  us 
and  we  do  not  have  the  ammunition  people  that  you  refer  to,  but  we 
do  have  oil  people  here  before  us,  and  we  can  only  direct  our  questions 
to  them.  I  am  not  going  to  ask  the  oil  people  to  tell  me  what  the  am- 
munition people  are  going  to  do,  or  any  other  group,  but  I  would  like 
to  know  what  the  attitude  of  the  oil  industry  is  toward  a  possible  em- 
bargo that  would  eliminate  the  shipment  of  high  octane  gas  that  puts 
the  bombers  in  the  air  from  which  are  thrown  bombs  on  defenseless 
people.  We  may  be  called  upon  in  Congress  to  pass  upon  that 
question. 

I  have  heard  directly  and  indirectly  that  there  are  petitions  being 
signed  all  over  the  country,  addressed  to  Congress,  and  that  will  be 
presented  to  Congress  at  a  later  date,  calling  on  Congress  to  stop  this 
slaughter  of  innocent  people  so  far  as  we  are  now  participating  in  it. 

For  instance,  I  understand  from  one  of  your  newsprints  here  that 
one  of  your  oil  companies  at  Christmas  time  had  its  oil  derricks  all 
trimmed  up  like  a  Christmas  tree  to  spread  the  Christmas  spirit,  and 
at  the  same  time  they  were  pumping  oil  at  those  same  derricks  to  send 
over  to  Japan  and  to  Russia  to  kill  the  Finns  and  destroy  the  Chinese. 
I  want  to  find  out  what  the  attitude  of  the  oil  industry  is.    Is  it  really 
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the  Christmas  spirit  that  you  have  or  the  unhumanitariaii  idea  to  kill 
people  so  long  as  you  get  paid,  for  doing  it  ? 

Mr.  Cranson.  Well,  Mr.  Wolverton,  I  have  given  you  my  thoughts 
in  the  matter,  and  I  am  not  able  to  speak  for  the  oil  industry  or  even 
the  Oil  Producers  Agency. 

Mr.  Wolverton.  I  do  not  want  you  to  feel  that  I  am  taking  my  per- 
sonal feelings  out  on  you,  because  you  seem  to  be  an  inoffensive  indi- 
vidual, and  I  certainly  do  not  want  you  to  interpret  my  words  as  any 
indication  of  my  feelings  toward  you. 

I  am  sorry  that  I  was  a  little  late  this  morning  and  was  not  present 
when  Mr.  Pemberton  put  in  a  statement  in  which  he  stated  that  the 
high-octane  gas  was  not  being  transported  to  other  countries.  I  would 
like  to  have  seen  how  much  he  knows  about  it.  I  don't  know  where 
he  went  to  school  last  night,  but  he  did  not  know  anything  about  it 
yesterday.    [Laughter.] 

The  point  I  am  making  is  this:  We  hold  ourselves  out  as  a  great 
Christian  humanitarian  Nation  and  yet  we  ship  abroad  the  very  com- 
modities that  enable  the  nations  we  condemn  to  do  the  very  things  that 
we  condemn,  and  the  only  answer  has  been  so  far,  if  I  am  able  to  judge 
from  what  little  has  been  said  here,  is,  "Well,  if  we  don't  sell  it  to  them, 
somebody  else  will  sell  it  to  them."  Therefore  that  is  offered  to  justify 
the  killing  of  thousands  of  innocent  Chinese  and  Finns,  and  it  ties 
California,  if  I  may  speak  of  it  without  offense  to  the  people  of  this 
great  State,  it  ties  California  through  its  royalties  right  up  to  Nazi 
Germany  and  to  Japan  and  to  Russia,  because,  if  I  understand  it 
correctly,  every  barrel  of  oil  that  goes  out  of  here  that  California  has 
a  part  in,  there  is  a  royalty  that  comes  to  the  State. 

Now,  with  these  petitions  that  are  going  to  be  presented  to  Congress, 
as  long  as  we  are  talking  to  the  oil  industry  here,  I  think  it  would  be 
mighty  helpful  to  us  if  the  oil  industry  would  indicate  to  us  what  its 
attitude  is  toward  the  selling  not  only  of  oil  but  particularly  high- 
octane  gas  to  the  countries  that  are  using  it  for  purposes  that  we  con- 
demn. Do  you  know  anybody  in  your  association  or  anybody  else 
outside  of  Mr.  Pemberton  that  knows  anything  about  it? 

Mr.  Cranson.  No,  sir;  I  am  afraid  that  I  do  not. 

Mr.  Wolverton.  I  hear  that  they  are  not  only  selling  oil  to  Japan 
but  that  they  sell  it  cheaper  to  Japan  than  they  do  to  our  own  people 
in  this  country.    Do  you  know  anything  about  that  ? 

Mr.  Cranson.  No,  sir ;  I  don't  know  what  price  the  oil  is  sold  for. 

Mr.  Wolverton.  I  would  like  to  get  somebody  stirred  up  to  the  point 
where  they  would  give  us  that  kind  of  information,  namely,  whether 
there  is  a  different  price  structure  for  the  sale  of  oil  and  gasoline  for 
the  destruction  of  human  life  than  there  is  for  domestic  uses  in  this 
country. 

Mr.  Cranson.  There  should  not  be.  Of  course,  there  are  times  when 
petroleum  may  be  sold  at  a  little  lesser  price  on  account  of  the  large 
bulk  shipments  or  something  of  that  sort,  but  I  think  the  prices  should 
be  ordinarily  the  same. 

Mr.  Wolverton.  From  the  information  that  I  have,  on  Christmas 
Eve,  when  the  reindeer  were  going  up  and  down  on  the  derricks  out 
here,  you  sent  500,000  barrels  of  oil  across  the  water  to  Japan.  Maybe 
that  figure  is  just  a  little  large.  I  do  not  know.  But  no  matter  what 
the  correct  figure  is,  it  was  too  much,  in  my  opinion. 
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Mr.  Cranson.  Mr.  Wolverton,  tliere  is  one  thiuo-  I  do  not  believe 
anybody  in  tlie  oil  industry  is  anxious  to  help  to  kill  the  Chinese  or 
anythino-  like  that,  but  there  is  one  thinfj  that  they  do  have  in  their 
mind,  in  wantin<j  to  dispose  of  their  ])roducts,  and  that  is  looking; 
after  their  own  j^eople  here,  our  own  personnel.  If  we  should  shut 
down  100,000  barrels  of  production  a  day.  do  you  realize  Avliat  it 
would  mean  to  our  industry,  or  what  it  w(Mdd  mean  to  throw  hun- 
dreds of  people  out  of  work  ? 

Mr.  Wolverton.  You  are  not  ar*j:uine:  from  that,  that  we  oujifht  to 
keep  people  at  work  here  in  order  to  kill  people  in  China  and  Fin- 
land, are  you? 

Mr.  Cranson.  No;  I  am  mei-ely  sayino-  that  I  believe  the  attitude 
of  the  oil  industry  is  to  try  to  i)rotect  its  own  people  by  disposing  of 
its  products  wherever  it  may  at  reasonable  prices.  We  would  suffer 
tremendously  if  our  markets  were  cut  off. 

Mr.  Wolverton.  Well,  I  was  told  by  a  certain  individual  that  if 
you  would  cut  the  sale  of  oil  off  to  Japan  and  Kussia — to  use  his 
expression,  or  the  expression  that  was  given  to  me,  "It  would  raise 
hell  with  the  oil  industry  in  California."  Now  that  is  a  very  un- 
fortunate viewpoint,  in  my  opinion,  if  that  guides  you  in  keeping 
men  at  work  here  to  destroy  the  lives  of  innocent  people  abroad. 

Mr.  Cole.  All  right,  Mr.  Cranson,  let  us  get  along. 

Mr.  Cranson.  The  next  subject  is  well  spacing.  Proper  spacing 
of  wells  has  long  received  the  study  of  the  operator,  and  the  tendency 
in  California  in  general  has  been  toward  decreasing  the  well  density. 
The  problem  is  probably  more  of  an  economic  than  a  conservation 
nature,  but  in  my  opinion  the  two  are  inseparable.  The  operator 
realizes  that  adoption  of  a  20-acre  spacing  as  against  a  10-acre  spac- 
ing will  result  in  an  expenditure  only  al)out  half  as  great.  He  would 
prefer  to  defer  any  closer  spacing  until  he  is  convinced  that  the 
reservoir  should  be' drilled  to  greater  density.  He  can  always  drill 
additional  wells,  but  an  overinvestment  in  them  can  never  be  re- 
covered. The  public  must  pay  eventually  for  such  overinvestment 
in  the  form  of  increased  prices  for  products  or  in  decreased  earnings. 
I  do  not  believe  that  we  can  yet  determine  the  optinuun  well  spacing 
for  any  field,  but  I  am  convinced  that  once  again  we  are  heading  in 
the  proper  direction  and  will  ultimately  arrive  at  a  practical  answer. 

I  wish  to  call  the  committee's  attention  to  the  very  marked  develop- 
ment of  wider  well  spacing  in  California  in  recent  years  and  point 
out  that  there  are  now  16  fields  being  developed  on  a  density  of  one 
well  to  20  acres,  and  that  there  are  three  fields  in  which  a  particular 
zone  is  developed  on  a  similar  basis.  The  present  potential  of  these 
19  fields  is  1,006.182  barrels  of  oil  per  day  out  of  a  total  potential  of 
the  State  of  2,586,411  barrels  per  day.  A  significant  part  of  this 
analysis  is  that  these  fields  developed  recently  on  a  wide  spacing 
basis  have  38.9  percent  of  the  potential  of  the  State.  The  fields  above 
referred  to  are  oil  fields.  In  addition,  there  are  gas  fields  in  the 
State  which  are  developed  on  a  basis  of  from  one-well-to-40  acres  up 
to  as  high  as  one-well-to-160  acres. 

Accepted  oil-leasing  practice  was  for  years  1  well  to  each  10 
acres,  and  this  included  Goverimient  leases.  Practically  all  lease 
forms  now  provide  for  not  in  excess  of  1  well  to  20  acres,  and  many 
permit  of  wider  spacing. 
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The  life  of  many  leases,  including  Government  leases,  have  been 
extended  beyond  the  old  '20-year  periods  in  order  to  permit  more 
reasonable  drilling  and  {n'odncing  rates,  thus  aiding  conservation. 

\.    CALIFORNIA  STATF.  LAWS  REGARDING  THE  CONSERVATION  OF  OIL  AND  GAS 

Under  date  of  June  10,  1915,  an  act  to  establish  a  public  resources 
code  for  the  State  of  California  w^as  passed  by  the  legislature  and  be- 
came law.  This  act  has  been  amended  from  time  to  time  in  order  to 
properly  protect  the  public  interest. 

Division  III  of  section  8-B  of  said  act  applies  to  oil  and  gas,  and  the 
State  division  of  oil  and  gas  was  formed  to  administer  this  part  of 
the  act.  I  wnll  quote  from  and  explain  briefly  the  effects  of  said 
legislation. 

Chapter  I  is  titled  "Oil  and  gas  conservation."  Article  2,  in  part, 
reads  as  follows : 

The  supervisor  .shnll  so  supervise  the  drilling,  operation,  maintenance,  and 
abandonment  of  wells  as  to  prevent,  as  far  as  possible,  damage  to  underground 
oil  and  gas  deposits  from  infiltrating  water  and  other  causes,  loss  of  oil  and  gas. 
and  damage  to  underground  and  surface  waters  suitable  for  irrigation  or  domestic 
purposes  by  the  infiltration  of,  or  the  addition  of,  detrimental  substances,  by  rea- 
son of  the  drilling,  operation,  maintenance,  or  abandonment  of  wells. 

A  district  deputy  in  each  district,  designated  by  the  supervisor,  shall  collect 
all  necessary  information  regarding  the  oil  and  gas  wells  in  the  district,  with  a 
view  to  determining  the  presence  and  source  of  water  in  the  oil  sands  and  the 
location  and  extent  of  strata  bearing  water  suitable  for  irrigation  or  domestic 
purposes  that  might  be  affected.  He  shall  prepare  maps  and  other  accessories 
necessary  to  determine  the  presence  and  source  of  water  in  the  oil  sands  and 
the  location  and  extent  of  strata  bearing  water  suitable  for  irrigation  or  domes- 
tic purposes  or  surface  water  suitable  for  such  purposes.  This  work  shall  be 
done  with  the  view  to  advising  the  operators  as  to  the  best  means  of  protecting 
the  oil  and  gas  sands  and  the  water-bearing  strata  and  surface  water,  and  with 
a  view  to  aiding  the  supervisor  in  ordering  tests  or  repair  work  at  wells.  All 
this  data  shall  be  kept  on  file  in  the  office  of  the  district  deputy  of  the  respective 
district. 

This  article  makes  it  mandatory  that  the  supervisor  obtain  data  on 
every  well  drilled  in  the  State  of  California  and  that  he  use  his  best 
ability  to  prevent  underground  Avaste  in  every  well  in  the  State. 

Well,  I  will  omit  the  reading  of  the  next  part  of  this,  which  pro- 
vides for  the  State  being  divided  into  six  oil  and  gas  districts  over 
each  of  which  is  a  deputy  supervisor  for  the  district  and  also  a  com- 
mission consisting  of  producers,  so  that  it  is  run  by  the  State  with 
the  cooperation  of  the  representatives  of  the  industry. 

This  article  makes  it  mandatory  that  the  supervisor  obtain  data 
on  every  well  drilled  in  the  State  of  California  and  that  he  use  his  best 
ability  to  prevent  underground  waste  in  every  well  in  the  State. 

Article  3  provides,  among  other  things,  for  the  State  being  divided 
into  six  districts  with  each  district  in  charge  of  a  deputy  oil  and  gas 
supervisor  who  shall  be  aided  in  solving  problems  within  his  district 
by  from  five  to  seven  oil  and  gas  commissioners  elected  from  oil  and 
gas  opeartors  within  his  district.  Well,  that  is  part  of  what  I  have 
already  told  you. 

Article  4  provided,  in  part,  as  follows : 

The  owner  or  operator  of  any  well  shall,  before  connnencing  the  work  of 
drilling  the  well,  file  with  the  supervisor  of  the  district  deputy  a  written  notice  of 
intention  to  commence  drilling.     The  notice  shall  contain  the  following: 

(a)  The  location  and  elevation  above  sea  level  of  the  floor  of  the  proposed 
derrick  and  drill  rig. 
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(h)   The  number  or  other  designation  by  which  the  well  shall  be  known. 

(c)  The  owner's  or  operator's  estimate  of  the  depth  of  the  point  at  which 
water  will  be  shut  ©ff,  together  with  the  method  by  which  the  shut-off  is 
intended  to  be  made,  and  the  size  and  weight  of  casing  to  be  used. 

(d)  The  owner's  or  operator's  estimate  of  the  depth  at  which  oil-  or  gas- 
producing  sand  or  formation  will  be  encountered. 

After  the  completion  of  any  well  the  provisions  of  this  section  shall  also 
apply,  as  far  as  may  be,  to  the  deepening  or  redrilling  of  the  well,  or  any 
operation  involving  the  plugging  of  the  well,  or  any  operations  permanently 
altering  in  any  manner  the  casing  of  the  well.  The  number  or  designation 
by  which  any  well  heretofore  drilled  has  been  known,  and  the  number  or 
designation  specified  for  any  well  in  a  notice  filed  as  required  by  section 
3203,  shall  not  be  changed  without  first  obtaining  a  written  consent  of  the 
supervisor. 

Every  person  who  engages  in  the  drilling,  redrilling,  or  deepening  of  any 
well  shall  file  with  the  supervisor  an  indemnity  bond  in  the  sum  of  $5,000 
for  each  well  drilled,  redrilled,  or  deepened. 

A  well  is  properly  completed,  for  the  purposes  of  sections  3206  and  3207, 
when  it  has  been  completed  to  production  of  oil  or  gas,  and  the  person  engaged 
in  drilling,  redrilling,  or  deepening  it  has  .shown  to  the  satisfaction  of  the 
supervisor  that  both  the  manner  of  drilling,  redrilling,  or  deepening  the  well 
and  the  manner  of  producing  oil  therefrom  are  satisfactory.  A  well  is  properly 
abandoned  when  drilling,  redrilling,  or  deepening  has  ceased  before  completion 
to  production  of  oil  or  gas,  and  the  person  drilling,  redrilling,  or  deepening 
it  has  shown  to  the  satisfaction  of  the  supervisor  that  all  proper  steps  have 
been  taken  to  shut  off  and  exclude  all  water  from  oil-bearing  or  gas-bearing 
strata  encountered  in  the  well,  and  to  protect  underground  or  surface  water 
suitable  for  irrigation  or  farm  or  domestic  purposes  from  the  infiltration  or 
addition  of  any  detrimental  substance. 

The  supervisor  shall  order  such  tests  or  remedial  work  as  in  his  judgment 
are  necessary  to  protect  oil  and  gas  deposits  from  damage  by  underground 
water,  or  to  prevent  the  escape  of  water  into  underground  formations,  or  to 
prevent  the  infiltration  of  detrimental  substances  into  underground  or  surface 
water  suitable  for  irrigation  or  domestic  purposes,  to  the  best  interests  of  the 
neighboring  property  owners  and  the  public.     *     *     * 

Every  person  producing  oil  or  gas  in  the  State  shall  file  with  the  supervisor, 
on  or  before  the  10th  day  of  each  month,  for  the  last  preceding  calendar 
month,  a  statement  in  such  form  as  the  supervisor  may  designate,  showing: 

(a)  The  amount  of  oil  and  gas  produced  from  each  well  during  the  period 
indicated,  together  Avith  the  gravity  of  the  oil,  the  amount  of  water  produced 
from  each  well,  estimated  in  accordance  with  methods  approved  by  the  super- 
visor, and  the  number  of  days  during  which  fluid  was  produced  from  each  well. 

(ft)  The  number  of  wells  drilling,  producing,  or  idle,  owned  or  operated  by 
such  person. 

(c)  What  disposition  was  made  of  the  gas  produced  from  each  well, 
including  the  names  of  persons,  if  any,  to  whom  the  gas  was  delivered,  and 
such  other  information  regarding  the  gas  and  the  disposition  thereof  as  the 
supervisor  may  require. 

Article  5  is  titled  "Unreasonable  waste  of  gas,"  and  reads  in  part 
as  follows : 

The  unreasonable  waste  of  natural  gas  by  the  act,  ommission,  sufferance, 
or  insistence  of  the  lessor,  lessee,  or  operator  of  any  land  containing  oil  or 
gas,  or  both,  whether  before  or  after  the  removal  of  gasoline  from  the  gas,  is 
opposed  to  the  public  interest  and  is  unlawful.  The  blowing,  release,  or 
escape  of  the  gas  into  the  air  shall  be  prima  facie  evidence  of  unreasonable 
waste. 

Whenever  the  supervisor  finds  that  it  is  in  the  interest  of  the  protection  of  oil 
or  gas  from  unreasonable  waste,  the  lessors,  lessees,  operators,  or  other  persons 
owning  or  controlling  royalty  or  other  interests  in  the  separate  properties  of  the 
same  producing  or  prospective  oil  or  gas  field,  may,  with  the  approval  of  the 
supervisor,  enter  into  agreements  for  the  purpose  of  bringing  about  the  coopera- 
tive development  and  operation  of  all  or  a  part  or  parts  of  the  field,  or  for  the 
purpose  of  bringing  about  the  development  or  operation  of  all  or  a  part  or  parts 
of  such  field  as  a  unit,  or  for  the  purpose  of  fixing  the  time,  location,  and  manner 
of  drilling  and  operating  of  wells  for  the  production  of  oil  or  gas,  or  providing 
for  the  return  of  gas  into  the  subsurface  of  the  earth  for  the  purpose  of  storage 
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or  the  repressuring  of  an  oil  or  gas  field.  Any  such  agreement  shall  bind  the 
successors  and  assigns  of  the  parties  thereto  in  the  land  affected  thereby,  and 
shall  be  enforceable  in  an  action  for  specific  performance. 

Now  here  is  a  paragraph  relative  to  gas  and  oil  ratio : 

If  it  appears  that  gas  is  being  produced  from  any  oil  well  or  wells  in  quantities 
exceeding  a  reasonable  proportion  to  the  amount  of  oil  prodviced  from  the  same 
well  or  wells,  even  though  it  is  shown  that  such  excess  gas  is  being  used  in  the 
generation  of  light,  heat,  power,  or  any  other  industrial  purpose,  and  if  it  appears 
that  there  is  sufficient  other  gas  available  for  such  uses  from  other  wells  in  the 
same  or  other  fields  in  which  the  gas  produced  is  not  in  excess  of  the  amount 
which  bears  a  reasonable  proportion  to  the  amount  of  oil  produced  from  such 
other  wells,  and  that  there  are  adequate  gas-pipe-line  connections  between  such 
other  wells  and  the  place  of  utilization  of  such  gas,  the  supervisor  shall  hold  that 
such  excess  production  of  gas  is  unreasonable  waste,  if  such  a  holding  will  not 
cause  an  unreasonable  waste  of  gas  in  any  other  field. 

Now,  that  is  the  provision  that  provides  for  the  control  of  gas  and 
oil  ratio. 

Chapter  3  provides  for  certain  limitations  regarding  the  spacing  of 
wells  on  small  tracts  of  land.  I  will  summarize  the  provisions  of  the 
act  thus : 

(1)  Proper  drilling  of  wells  and  protection  of  oil  and  gas  reserves. 

(2)  Proper  protection  of  reservoir  energy  and  prevention  of  under- 
ground waste. 

(3)  Prohibition  of  gas  waste. 

(4)  Filing  of  adequate  records  respecting  drilling  and  producing 
operations. 

A  copy  of  division  III  of  the  act  of  June  10,  1915,  is  attached  hereto 
and  made  a  part  hereof.  That  this  law  has  been  a  very  effective  con- 
servation measure  is  evidenced  by  the  large  reductions  in  blown  gas 
subsequent  to  1930,  when  the  gas  conservation  provisions  were  enacted 
and  enforced. 

You  will  notice  one  of  those  charts  indicates  there  has  been  a  very 
marked  substantial  reduction  in  gas  blown  in  the  air  since  this  act 
became  effective  and  was  enforced. 

VI.    CONCLUSIONS  AND   SUMMARY 

1.  Unutilized  or  blown  gas  for  total  California  has  been  reduced 
from  39.5  percent  in  1930  to  about  7.3  percent  average  for  the  years 
1935  to  1939,  inclusive.     This  is  a  marked  accomplishment. 

2.  The  very  important  fields  of  Kettleman  North  Dome,  North  Bel- 
ridge,  and  Ventura  Avenue  produce  approximately  50  percent  of  the 
State's  gas. 

Kettleman  has  reduced  its  unutilized  gas  from  39.34  percent  in  1930 
to  1.41  percent  in  1939. 

North  Belridge  reduced  its  unutilized  gas  from  78.5  percent  in  1930 
to  3.7  percent  in  1939. 

Ventura  Avenue  reduced  its  unutilized  gas  from  20.4  percent  in 
1930  to  2.3  percent  in  1939. 

From  1930  to  1939,  inclusive,  about  80,000,000  M.  C.  F.  were  stored 
or  injected  into  oil  horizons.  This  amount  is  equal  to  approximately 
three  times  the  amount  of  gas  blown  during  1939.  These  gxeat 
reductions  in  volume  of  unutilized  gas  were  accomplished  through 
the  cooperative  efforts  of  a  majority  of  the  operators,  together  with 
the  operation  of  the  California  State  Conservation  Act. 
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3.  Surface  Avaste  of  oil  at  the  present  time  is  practically  negligible. 
Undergromul  waste  of  oil  and  gas  is  questionable  of  determination, 
but  al)undant  study  is  l)eing  c(mducted  in  efforts  to  determine  and 
eliminate  sucli  losses.  Our  operating  practices  are  improving  rapidly 
and  our  losses  should  therefore  decrease  steadily. 

4.  The  present  practice  is  toward  wider  spacing  of  wells  and  is 
cor.ducive  to  conservation. 

5.  California  has  an  effective  conservation   law  which 

Ml.  Cole.  Just  at  the  end  of  4.  I  am  reading  from  a  paper  pre- 
pared by  Mr.  Marshal  to  which  I  referred  yesterday. 

Mr.  Cransox.  Mr.  Marshal? 

Mr.  Cole.  Howard  Marshal ;  Legal  History  of  Conservation  of  Oil 
and  Gas  in  California,  published  in  December  of  1938  by  the  section 
of  mineral  law  of  the  American  Bar  Association.  Referring  to  the 
amendment,  section  8,  authorizing  unit  operation,  Mr.  Marshal  states: 

But  since  the  difficulties  of  promoting  unit  operation  or  cooperative  develop- 
ment have  been  primarily  practical  rather  than  legal  virtually  nothing  has  been 
thus  far  accomplished  under  this  enabling  legislation. 

Do  you  agree  with  that  ? 

Mr.'CRANsoN.  No,  sir;  I  do  not.  My  company  alone  is  interested, 
I  think,  in  approximately  eight  unit  plants,  several  cooperative  plants, 
one  of  which  is  the  Buena  Vista  Hills,  Naval  Reserve  No.  2. 

Mr.  Cole.  And  that  has  taken  place  since  1938? 

Mr.  Cranson.  No,  sir.  Kettleman  Hills  is  another;  that  is  a  unit 
plan,  and  all  of  these  plans  have  to  be  approved  by  the  supervisor 
pursuant  to  the  terms  of  this  act.  We  are  working  on  another  plan 
now  which  I  l)elieve  is  going  to  be  consummated  in  the  near  future. 
An  operation  at  Coalinga  whicli  we  recently  became  interested  in  is 
operating  under  a  cooperative  agreement  wliich  went  into  effect  last 
year.     Part  of  that  land  is 

Mr.  Cole.  One  of  the  principal  amendments  to  the  State  law  wjiicli 
we  are  discussing  is,  as  I  recall  it,  section  8b,  which  provides : 

The  unreasonable  waste  of  natural  gas,  whether  before  or  after  the  removal 
of  gasoline  from  such  natural  gas,  is  hereby  declared  to  be  opposed  to  the  public 
interest  and  is  hereby  prohibited,  and  that  the  blowing  of  natui-al  gas  into  the 
air  shall  be  prima  facie  evidence  of  unreasonable  waste. 

That  is  a  provision  of  the  State  law. 

Mr.  Cranson.  Yes,  sir. 

Mr.  Cole.  And  do  you  adopt  the  same  views  as  to  gasoline? 

Mr.  Cranson.  Wasting  of  gasoline  into  the  air  ? 

Mr.  Cole.  Yes. 

Mr.  Cranson.  Yes,  sir ;  I  do. 

Mr.  Cole.  And  underground  waste  also  ? 

Mr.  Cranson.  Yes. 

Mr.  Cole.  That  is  a  declaration  of  policy  for  legislation  of  this 
character  as  oi^posed  to  the  public  interest,  the  general  public  interest, 
and  I  assume  it  has  reference  not  only  to  California  but  to  the  Nation 
as  a  whole? 

Mr.  Cranson.  Yes.  sir;  I  believe  that  State  laws  refer  to  the  public 
interest  of  the  Nation  as  a  whole;  but  it  is  also  in  the  interest  of  the 
oil  industry,  which,  in  my  opinion,  is  still  the  ]:>ublic  interest — for 
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llieie  you  liave  the  stockholders  and  tlie  i)t'rsonnel.  who  are  certainly 
a  part  of  the  public. 

Mr.  Cole.  All  riji-ht,  sir.     Yon  were  reading-  5. 

Mr.  Cranson.  Yes,  sir.  California  has  an  effective  conservation 
law  which  prohibits  gas  waste,  provides  for  control  of  gas-oil  ratios, 
])roliibits  iin|)i()])er  drilling  or  abandonment  of  wells,  provides  for 
proper  kee})ing  of  records  of  drilling  and  production,  and  which 
permits  operators  to  enter  into  unit  and  cooperative  agreements. 

6.  I  do  not  believe  that  H.  li.  7372  would  benefit  California,  or,  for 
that  matter,  any  of  the  other  oil-producing  States  or  the  public.  We 
are  improving  our  practices  and  our  efficiency  of  operation  constantly, 
and  we  do  not  need  H.  R.  7372  to  enforce  the  adoption  of  these  im- 
provements. The  act  as  written  is  very  arbitrary,  does  not  permit 
recourse  to  the  courts  of  law,  places  unrestricted  power  in  the  hands 
of  the  Commissioner,  would  inflict  a  great  burden  upon  the  ])ublic 
and  the  industry  in  the  form  of  administrative  costs,  and  probably 
could  not  be  properly  administered  from  a  practical  operating  stand- 
point. 

Statement  of  L.  A.  Cranson  KEFORh:  a  Subcommittee  of  the  Committee  on 
Interstate  and  Foreign  Commekce  of  the  House  of  REPKESENTAiavEs  at 
Hearings  in  Los  Angeles  on  Proposed  Bill  H.  R.  7372 

My  iiame\  i;^  Loriu  Alvin  Cranson.  I  am  vice  pit'siclent  and  a  director  of 
Honolulu  Oil  Coi'itoration,  whose  head  office  is  located  in  San  Francisco,  Calif., 
My  company  has  proiierties  and  producing  wells  in  several  California  fields,  in 
Texas,  and  in  \Vy(»ming.  I  am  also  a  director  of  the  Kettleman  North  Dome 
Association  in  Californiii. 

I  have  been,  actively  engaged  in  the  oil  business  since  1U22,  and  have  worked 
in  field  operation,  geology,  petroleum  engineering,  have  served  in  curtailment  or. 
proration  work,  and  have  been  in  the  San  Francisco  office  of  the  company  since 
1J)82. 

I  graduated  from  Stanford  Universitv  with  the  degree  of  A.  B.  in  geology  in 
1922. 

I  intend  to  place  before  you  gentlemen  in  a  general  and  brief  nvanner,  sup- 
ported by  some  statistics,  my  ideas  with  respect  to  waste  in  connection  with  the 
<'aliforuia  oil  industry.     The  topics  will  be  as  follows: 

I.  Gas  waste. 

II.  Oil  waste. 

III.  Waste  of  reservoir  energy — Underground  waste. 

IV.  Well  spacing. 

V.  California  State  laws  regarding  conservation  of  oil  and  gas. 
VI.  Conclusions  and  summary. 

I.  GAS  WASTE  in  THE  CALIFORNIA  OIL  INDUSTRY 

What  constitutes  waste  and  what  constitutes  conservation  in  the  oil  industry? 
Complete  definitions  of  these  terms  are  impossible.  Our  duty,  in  the  light  of  our 
present  knowledge,  is  to  utilize  petroleum  and  its  products  in  a  proper  manner, 
to  apply  the  most  effective  known  methods  of  recovery  with  resj)ect  both  to 
producing  and  refining  operations,  and  to  continue,  as  we  have  in  the  past,  our 
active  search  for  more  efficient  methods  of  recovery  and  utilization.  I  believe 
that  we  are  performing  this  duty  in  a  remarkable  manner. 

Gas  waste  may  be  considered  to  fall  into  two  types ;  namely,  avoidable  waste 
and  unavoidable  wviste.  Most  gas  waste  in  California  has  been  unavoidable  at 
the  time  it  took  place,  for  the  gas  was  produced  along  with  the  oil  as  a  byproduct 
and  there  was  a  market  for  the  oil  but  none  for  the  gas.  It  must  be  kept  in  mind 
that  our  gas  markets  have  been  exiianding  at  a  very  rapid  rate,  and  the  develop- 
ment of  additional  uses  for  gas  has  heli>ed  materially  in  solving  the  problem 
of  utilization  of  our  gas. 
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The  probleni  of  waste  will  be  fouud  to  exist  in  all  industries. 

We  cannot  employ  ideas  and  equipment  which  are  yet  unknown,  and  we  can 
always  look  backward  and  see  the  savings  which  could  have  Ix'en  made  by  the- 
use  of  modern  methods.  If  we  could  likewise  look  into  the  future,  we  would 
no  doubt  be  surprised  by  the  inefficiency  of  our  present  practices.  I  might  refer 
to  one  well  located  upon  one  of  our  own  properties  in  Buena  Vista  Hills  which 
was  completed  about  1914.  This  well  l)lew  the  surface  fittings  away  and  flowed 
wide  oi>en  to  the  air  for  many  years.  Some  iron  sheets  and  timbers  were  thi-owu 
over  the  mouth  of  the  well  to  prevent  excessive  spraying  of  oil.  The  oil  ran  into 
a  surface  sump  and  was  then  run  to  shipping  tanks.  Tlie  gas  and  gasoline 
were  thus  wasted  to  the  air  for  many  years.  This  practice  was  not  considered 
extraordinarily  bad  at  the  time  because  of  lack  of  knowledge  of  gasoline  man- 
ufacture from  wet  gas,  together  with  the  scarcity  of  markets  for  these  products. 
We  had  little,  if  any,  knowledge  at  that  time  of  the  part  played  by  gas  in  the 
recovery  of  oil. 

I  say,  therefore,  that  most  loss  of  gas  might  be  termed  unavoidable  loss  at. 
the  time  such  loss  took  place.  It  is  true  that  there  are  other  losses  than  blow 
to  the  air.  There  are  pipe-line  losses,  losses  from  oil  tanks,  ccnnpiessor  or  plant 
losses,  underground  losses,  etc.  These  have  been  greatly  reduced  l)y  modern 
practices,  and  will  no  doubt  be  further  reduced  as  our  efficiency  continues  to 
increase. 

I  have  incorporated  at  this  point  data  sheets  and  graphic  charts  which  show 
pertinent  gas  statistic*s  for  the  State  as  a  whole,  and  for  three  important  gas 
and  oil  producing  fields :  namely,  Kettleman  North  Dome,  Ventura  Avenue,  and 
North  Belridge.  These  three  fields  are  currently  producing  approximately  ^) 
percent  of  the  total  State  gas  production.  I  would  also  include  the  fields  of 
Montebello  and  Wilmington,  but  I  have  been  advised  that  these  fields  will  b<- 
discussed  by  others  to  appear  before  your  committee. 

The  data  are  for  the  period  1{)30  to  19:^9* — 11  months — inclusive,  and  show 
in  each  case  total  gas  produced  annually,  total  gas  blown  to  the  air  annually, 
and  the  percentage  of  total  gas  production  blown  to  the  air  annually.  Oil  pro- 
duction is  shown  on  the  data  sheets  but  not  on  the  charts. 

(Chart,  map  referred  to  filed  with  the  committee.) 


State   total — Oil  and  gas  production  and  gas   blown   to  air, 

ground 


injected   into 


[Oil  in 

barrels— gas  in  M  cubic  feet] 

Oil  produced 

Formation 
wet  gas 

Gas  blown  to  air 

Gas  stored  in  ground  ' 

M  cubic  feet 

Percent 

M  cubic  feet 

Percent 

1930 

228,  099, 899 
188,  829, 032 
178, 127,  794 
173. 083, 319 
175. 508,  566 
207, 832, 131 
214,  773, 315 
238,  520,  383 
249,  749,  246 
205,  357,  433 

544,  637. 178 
385,  201,  279 
276, 876, 849 
270, 059,  599 
281, 354, 810 
304,  867,  490 
327, 170, 487 
335, 338,  369 
350,  666, 806 
313,  634, 897 

215, 498, 198 
68, 478.  271 
17.  510, 810 
12, 183,  559 
16,  720, 038 
19,  374,  719 
24, 028, 905 
15, 987,  070 
33,  764, 693 
27, 613,  510 

39.5 
17.7 
6.3 
4.5 
5.9 
6.3 
7.3 
4.7 
9.6 
8.8. 

15, 304,  569 
10, 396, 932 
12,243,047 
6, 184, 777 
3, 861,  579 
3,  892.  560 
9.771,901 
4, 998,  382 
8, 645,  262 
5,,')38,211 

2.8 

1931 - 

2.7 

4.4 

1933 

2.3 

1934 

1.4 

1935                      .— 

1.3 

1936                                    -  . 

3.0 

1937 

1.5 

1938                  . ..-. 

2.5 

1939                         

1.8 

Total 

2,059,881,118 

3.389,807,764 

451, 159.  779 

13.3 

80, 837. 220 

2.4! 

>  stored  gas  is  either  stored  in  closed  reservoir  or  injected  into  oil  zone. 

1939,  11  months  only. 

Oil  figures,  American  Petroleum  Institute.    Gas  figuros,  California  Natural  Gas  Association. 
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KetUeinan  North  Dome  oil  field — Oil  and  </«.'*  prodiirtion  and  .'/(/s-  blown  to  air 
[Oil  in  barrels— gas  in  M  cubic  feet] 


Year 

Oil  produced 

Formation 
wet  gas 

Gas  blown  to  air 

M  cubic  feet 

Percent 

1930 

6,171,080 
17, 537, 345 
21,965,462 
21,511,834 
21,  263,  223 
27,  562,  036 
29, 157, 066 
29, 069, 581 
25,587, 138 
17, 929,  617 

157, 092,  848 
137,  656,  356 

98,966,118 
104, 426, 490 
115,728,506 
121, 080, 043 
109,048,329 
115,417,706 
114,624,111 

91,951,709 

108,929.320 
38, 989, 134 
6,  799,  623 
2, 882, 100 

2,  764, 314 

3,  460, 935 
2,  ?08.  250 
3,754,896 
5,  870,  740 
1,  293,  501 

69  34 

1931 

28  32 

1932          

6.86 

19a4 

2  39 

ifl96 -- 

2.86 

1936         ._                         .                 -.- 

2:03 

W37 

3  25 

1938 

5.12 

1939                            - - 

Total 

217,754,382 

1,165,992,216 

176,952,903 

1939,  11  months  only. 

Oil  figures,  American  Petroleum  Institute.    Gas  figures,  California  Natural  Gas  Association. 

Ventura  Avenue— Oil  and  ga>i  production   and  gas   blown  to   air.  .»«.>;  injected 

into  ground 

[Oil  in  barrels.    Gas  in  M  cubic  feet] 


Year 

Oil  produced 

Formation 
wet  gas 

Gas  blown  to  air 

Gas  stored  in  ground  ' 

M  cubic  feet 

Percent 

M  cubic  feet 

Percent 

1930 -. 

1931       -      .  .- 

17, 493, 1.55 
15,.255,  256 
12.332.853 
1 2. 576.  208 
9,882,614 
10, 979, 450 
12,609,878 
12,685,048 
12,925,543 
11,906,205 

59, 026, 898 
56, 868,  819; 
10,319.944 
;W.  962, 811 
39,  507, 613 
37,  720.  439 
38,701,007 
37,811,002 
36,983,327 
33,740,901 

12,051,643 

10, 603, 661 

4,377,247 

1,362,437 

618,  247 

612,228 

845,  662 

462,  293 

737, 913 

766,  859 

20.4 
18.7 
10.9 
3.5 
1.6 
1.6 
2.2 
1.2 
2.0 
2.3 

616,412 
177,442 
108,477 
38. 645 

1.0 

1932 

1933 

1934 

.3 

.1 

1935 _ 

1936 , 

7,5, 336 

1937.-. 

1938 ._- 

1939 

Total 

128, 646,  210 

419,  642,  761 

32, 438, 190 

7.73 

1,016,312 

.24 

'  stored  gas  is  either  stored  in  closed  reservoir  or  injected  into  oil  zone. 

1939,  11  months  only. 

Oil  figures,  American  Petroleum  Institute.    Gas  figures,  California  Natural  Gas  Association. 

B^tHdge-^Oil  and. gas  production  and  gas  blown  to  air,  gas  injected  into  ground 

(Oil  in  barrels.    Gas  in  M  cubic  feet] 


Year 

Oil  produced 

Formation 
wet  gas 

Gas  blown  to  air 

Gas  stored  in  ground 

M  cubic  feet 

Percent 

M  cubic  feet 

Percent 

1930 

4,  789,  815 
8,  633,  861 
8, 093,  745 
5, 806,  269 
4, 891,  689 
13, 340,  484 
36, 118,  987 
42,  217, 912 
40, 979,  599 
39,  408, 032 

3.  759,  714 

4!  020!  099 
70,  7.50 
125, 147 
1,746,056 
1,  446,  644 
1.212,129 
3.  565,  744 
1,  440,  284 

78.  5 
13.2 
49.7 
1.2 
2.6 
13.1 
4.0 
2.9 
8.7 
3.7 

257, 930 
1, 848, 429 
327,  578 
788,  437 
135,  083 

5.4 
21.4 

4.1 
13.6 

2.8 

1931 

1932 

1933 

1934 

2, 192,  772 
2,  713,  426 
3, 916,  963 
5, 693, 168 
4, 870, 069 
3,996.117 

1935. 

1936 

906,  236 

871,  .^22 
3.  352,  507 
1, 8.58, 912 

2.5 
2.1 
8.2 
4.7 

1937. - 

1938    . 

1939 

Total 

204,  280,  393 

18,  522, 165 

9.07 

10,  344,  878 

5.06 

19.39,  11  months  only. 

Oil  production  for  1930  to  1933  inclusive  was  combined  with  Lost  Hills  production. 

Stored  gas  is  either  stored  in  closed  reservoir  or  injected  into  oil  zone. 

Oil  figures,  American  Petroleum  Institute.    Gas  figures,  California  Natural  Gas  Association. 


834 


vv/nu  )Li-:r.M  investkiatiox 


CALIFORNIA    STATK    TOTAL 


We  will  first  consider  the  State  as  a  whole.  You  will  note  that  in  r.KjO  the 
total  amount  of  unutilized  or  blown  gas  amounted  to  about  L'la.noo.dOU  M  caibic 
feet,  which  was  equal  to  39.5  percent  of  the  total  production.  For  the  period 
from  135  to  1939,  inclusive,  however,  the  average  percentage  of  unutilized  gas 
has  amounted  to  approximately  7.3  percent.  Thus,  remarkable  strides  in  con- 
servation have  been  made  for  the  State  as  a  whole,  and  the  industry  is  working 
constantly  to  conserve  all  of  the  gas  and  to  improve  its  use.  It  is  not  concerned 
with  preventing  blow  alone,  but  is  equally  concerned  with  getting  the  gi"eate.st 
amount  of  work  out  of  all  of  the  gas.  I  will  cite  only  one  example  of  this; 
namely,  gas  storage  and  gas  injection.  Data  relative  to  this  phase  are  shown 
herewith.  Gas  storage  and  gas  injected  have  not  been  broken  down  into  tlieir 
respective  parts,  nor  have  the  data  been  segregated  by  fields.  This  is  in  the 
interest  of  brevity.  Gas  storage  as  a  rule  implies  gas  which  has  been  st<nvd  in 
underground  formations  in  oi'der  to  prevent  dissipation  and  to  be  withdrawn 
and  used  at  a  later  date.  Injected  gas  is  gas  which  is  injected  into  oil  horizons 
for  the  purpose  of  assisting  in  the  recovei-y  of  oil,  gas,  and  gasoline.  Both  of 
these  uses  are  conservation  measures.  These  data  show  that  during  the  period 
from  1930  to  1939  (11  months),  inclusive,  some  sO,(t(1(K<)0(l  M  cubic  feet  were 
handled  in  this  manner.  This  is  equivalent  to  2.3s  percent  of  the  total  produc- 
tion for  the  same  period  and  is  equal  to  about  tliree  times  all  of  the  gas  blow 
for  the  State  during  the  year  1939. 

KETTLEMAN    NORTH    DOME   OIL    FIELD 

The  data  for  Kettlemau  North  Dome  oil  field,  located  in  Fresno  and  Kings 
Counties,  Calif.,  indicate  that  in  1930  there  was  unutilized  gas  in  the  amount  of 
approximately  108,000,000  M  cubic  feet,  or  about  69  percent  of  the  total  produc- 
tion for  the  year. 

During  the  year  of  maxinuun  oil  production.  1936.  when  approximately  29,- 
000,000  barrels  were  produced,  the  gas  production  was  less  than  in  1930  by 
about  48.000.000  M  cubic  feet,  while  tlie  l)lown  gas  amounted  to  only  2.03  percent. 
The  volume  of  blown  gas  was  slightly  in  excess  of  2,000,000  j\I  cubic  feet  as 
compared  with  lOS.OdO.OOO  M  eubic  feet  in  1030. 

The  11-month  period  in  1939  shows  that  the  uiuitilized  gas  was  reduced  to 
about  1,300,000  M  cubic  feet,  or  1.41  percent  of  total  production. 

It  is  also  pertinent  to  note  that  the  gas-oil  ratio  was  reduced  from  about 
26,000  cubic  feet  per  barrel  in  1930  to  5,000  cubic  feet  per  barrel  in  1939. 

These  data,  in  my  opinion,  indicate  remarkable  progress  in  gas  conservation 
and  utilization.  It  should  be  noted  also  that  Kettleman  Hills  is  underlain  by  a 
very  prolific  and  high-pressure  Eocene  gas  and  light  oil  stratum,  and  that  gas 
from  this  zone  is  being  used  in  the  production  of  considerable  quantities '  of 
Temblor  zone  oil.  One  recently  consummated  agreement  covering  a  large  por- 
tion of  the  south  end  of  the  field  provides  for  maintaining  gas-oil  ratios  at  3,000 
cubic  feet  per  barrel,  which  amounts  to  a  reduction  of  2,000  cubic  feet  per  barrel 
below  the  present  field  average  of  5,000  cubic  feet. 

NORTH    BELRIDGE   OIL    FIELD,    KEIRN    COUNTY,    CALIF. 

The  gas  data  for  the  North  Belridge  oil  field  show  that  in  the  year  1930 
the  total  gas  production  was  approximately  4,800,000  M  cubic  feet,  and  that 
the  gas  blown  amounted  to  about  3.750,(M)0  M  cubic  feet,  or  about  78.5  percent, 
in  1931,  some  50  percent  of  the  production  was  not  utilized,  and  in  1932 
approximately  13  percent.  The  11-month  period  of  1939  shows  a  blow  of 
about  1,450,000  M  cubic  feet,  equal  to  only  3.65  percent  of  the  total  production. 
The  data  also  indicate  that  considerable  gas  has  been  injected  into  the  foinui- 
tions.  During  the  1939  period  approximately  1,850,000  M  cubic  feet,  equal 
to  4.72  percent  of  the  field  production,  was  disposed  of  in  this  manner.  These 
figures  show  that  about  400,000  M  cubic  feet  more  gas  was  returned  to  the 
oil  zones  than  was  blown  to  the  air.  In  my  opinion,  real  conservation  has 
been  shown  in  this  field. 

VENTURA    AVENUE    OIL    FIELD,    VENTUR.V    COUNTY,    CALIF. 

The  Ventura  Avenue  oil  field  produced  about  59,000,0<K)  M  cubic  feet  of  gas 
in  1930,  of  which  amount  about  12,000,000  M  cubic  feet,  or  20.42  percent, 
was  unutilized.     During  11  months  of  1939,  the  field  produced  approximately 
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33,7(W.(W0  M  cubic  feet,  of  which  some  760,0(X)  M  cubic  feet,  or  2.27  percent, 
was  unutilized.  The  average  gas  blow  for  the  last  6  years  has  been  approxi- 
mately 1.8  percent.  This  field  has  presented  another  outstanding  example  of 
the  conservation  of  gas. 

As  stated  above,  the  three  fields  discussed  are  producing  approximately  50 
percent  of  the  State's  gas.  Tlie  present  annual  amount  (»f  their  unutilized  gas 
■  is  about  3,500.000  M  cubic  feet,  equivalent  to  approximately  2.2  percent  of 
their  total  production.  It  is  to  be  noted  that  one  field,  namely,  Kettleman 
North  Dome,  has  approximately  50  percent  of  its  area  operated  in  accordance 
with  a  unit  agreement,  and  most  of  the  remaining  area  is  operated  pursuant 
to  the  terms  of  a  corollary  agreement.  Although  the  field's  gas  conservation 
ret'ord  is  excellent,  it  is  about  on  a  par  with  North  Belridge  and  Ventura 
Avenue,  where  no  such  unit  plans  or  operating  agreements  exist. 

II.    OIL    WASTE    IN    CALIFOKNIA,    EXCLUSIVK    OF    UNDKRGROUND    WASTE 

I  do  not  know  of  any  data  from  which  accurate  over-all  statistics  relative 
to  surface  waste  of  oil  can  be  compiled  so  my  statements  will  be  general 
rather  than  specific.  Some  instances  could  be  c-ited  where  sumps  have  broken, 
storage  has  burned,  pipe  lines  have  broken,  wells  have  gotten  away,  etc..  but 
these  instances  would  not  account  for  large  volumes  of  oil  as  compared  with 
total  production,  and  should  be.  for  the  most  part,  classed  as  acts  of  God 
and  therefore  unavoidable.  ^Nluch  has  been  done,  however,  to  prevent  such 
losses,  and  they  are  now  S(»  rare  as  to  be  negligible. 

Loss  of  oil  through  evaporation  was  at  one  time  a  major  loss,  but  mosit 
evaporation  losses  are  now  prevented  through  propei-  separation  of  oil  and 
gas,  and  l\v  means  of  vapor  recovery  systems. 

In  years  gone  by,  large  quantities  of  oil  were  stored  in  unliued  earthen 
sumps,  and  losses  were  large,  both  through  evaporation  and  by  seepage  into 
the  earth.  This  practice  is  practically  nonexistent  now  except  where  small 
quantities  of  very  heavy  refinery  residuum  or  extremely  heavy  low-grade  crude 
are  so  stored.  There  is  an  instance  of  such  storage  at  Santa  Maria  where 
luidesirable  cheap  refinery  residuum  has  been  stored  in  earthen  sumps.  If  losses 
occur  they  will  be  extremely  low,  for  certainly  no  evaporation  will  take  place, 
and  very  little  seepage  will  accrue,  due  to  the  tarry  character  of  the  residuum. 
Santa  Barbara  Coiuity  has  passed  an  ordinance  against  such  storage  practice, 
and  it  siiould  not  take  place  in  the  future  in  that  county. 

Oil  losses  as  a  result  of  tank  bleeding  have  been  reduced  to  a  minimum  by 
automatic  bleeding  devices,  chemical  treatment  of  oil  to  break  down  enuilsions, 
and  more  skillful  operation.  Any  oil  so  escaping  is  commonly  used  to  surface 
roads,  or  is  picked  up  and  reclaimed,  and  so  is  not  lost. 

In  our  recently  developed  and  present  developing,  high  gravity  oil  fields,  a 
liarrel  of  oil  is  never  exposed  to  the  air,  but  travels  from  well  to  refinery  in  a 
closed  system.  You  can  pass  through  such  a  field  on  an  inspection  trip  and 
not  see  a  single  barrel  of  oil  on  its  way  from  well  to  refinery.  It  is  sometimes 
difficult  to  believe  one  is  in  an  oil  field,  especially  when  the  derricks  are  re- 
moved from  the  wells.  The  character  and  quantity  of  oil  and  the  amounts 
of  gas  produced  cannot  be  estimated  by  a  trip  tlirough  the  field,  but  only 
through  an  examination  of  pi'oduction  data.  We  liave  progressed  far  from  tlie 
days  when  a  well  flowed  wide  open  into  flow  tanks,  with  tremendous  evaporation 
losses,  and  with  loss  of  all  of  the  gas  and  casinghead  gasoline. 

III.    WASTE    OF    RESERVOIR    ENERGY LTNDERGEOT'ND    WASTE 

The  waste  of  reservoir  energy  which  supposedly  results  in  the  underground 
waste  or  loss  of  hydrocarbons  is  a  very  controversial  and  difficult  subject  to 
handle  except  in  a  general  manner.  I  know  of  no  reliable  statistics  wliich 
set  forth  facts  demonstrating  that  tliere  liave  been  positive  known  amounts 
of  fiil  and/or  gas  lost  through  improper  utilization  of  reservoir  energ.v. 

Not  many  years  ago  before  our  drilling  technique  had  developed  to  its  present 
scientific  art,  we,  as  at  present,  attempted  to  set  our  casings  in  wells  in  proper 
position  to  exclude  water  from  our  oil  and  gas  zones,  and  to  prevent  the  migra- 
tion of  oil  and  gas  to  formations  where  they  might  be  lost  either  temporarily 
or  permanently.  Our  efforts  were  sincere,  but  in  many  instances  subsequent 
developments  have  indicated  that  we  were  in  error.  I  know  ot  one  instance 
where  we  set  at  least  $1,000,000  worth  of  casing  to  protect  a  gas  zone,  only 
to  find  later  that  our  results  were  extremel.v  questionable.  We  were  blundering 
in  the  right  direction,  but  lacked  sufficient  data  to  do  a  perfect  job.     INIodern 
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equipmeut  and  practices  have  enabled  us  to  accomplish  many  of  the  constructive 
things  which  we  have  anticipated  for  years.  We  are  now  able  to  determine 
many  of  the  characteristics  of  our  reservoirs,  to  segregate  our  producing  zones 
so  as  to  greatly  reduce  or  olimiiiate  any  migration  between  zones,  to  set  our 
casings  and  place  our  cement  so  as  to  greatly  minimize  underground  waste. 
Our  research  work  in  connection  with  fluid  heliavior  under  different  types  of 
reservoir  conditions  lias  provided  us  with  important  guides  in  determining, 
efticient  oil  field  practice.  All  operators  are  keenly  aware  of  the  desirability 
of  conserving  underground  energy,  and  are  conserving  it  to  the  best  of  their 
knowledge  and  insofar  as  conditions  will  permit.  Etficieucy  is  accelerating, 
and  we  can  hope  for  much  better  results  in  the  future. 

Before  the  advent  of  the  core  barrel,  core  analysis,  electrical  logging  devices, 
etc.,  we  were  forced  to  guess  at  the  character  and  thickness  of  an  oil  zone 
from  drillers'  logs  which  were,  as  a  rule,  extremely  inaccurate.  Thus,  we 
might  assume  an  oil  zone  100  feet  thick  to  consist  entirely  of  sand,  and  compute 
i-esidual  oil  left  in  the  formation  on  that  basis.  Core  analy.sis,  electrical  logging, 
etc.,  might  later  reveal,  however,  that  the  assumed  100-foot  sand  zone  was  50 
percent  shale,  and  that  an  additional  10  percent  was  very  dense  and  impervious, 
and  probably  would  yield  little  if  any  oil.  We  might  subsequently  find  that 
the  oil  sand  contained  30  percent  of  connate  water  in  its  pore  space.  This 
water  did  not  migrate  out  of  the  sand  so  that  we  could  account  for  it,  but 
I'einained  static  there  until  careful  core  analysis  revealed  its  presence.  We 
would  then  be  forced  to  revise  our  estimate  of  residual  oil  because  if  the  pore 
space  which  was  allotted  to  oil  and  gas  contained  30  percent  of  water,  then 
obviously  the  volume  of  estimated  residual  oil  would  have  to  be  decreased  by 
the  amount  of  the  connate  water  in  the  sand.  We  might  find  also  that  a  barrel 
of  oil  in  the  well  does  not  equal  a  barrel  when  raised  to  the  surface,  but 
shrinks  to  something  less  when  the  gas  has  been  removed  from  it.  Even 
though  some  oil  is  left  in  the  formation  when  the  gas  is  exhausted,  do  we  know 
that  it  will  not  subsequently  be  recovered  by  more  advanced  methods?  The 
industry  is  continually  studying  underground  conditions  by  core  analysis,  gas 
injection,  water  drive,  pressure  temperature  surveys,  and  by  other  means  in  order 
1(1  determine  the  best  operating  practices.  The  industry  is  anxious  and  eager 
to  adopt  any  new  practice  which  will  conserve  our  oil  and  gas  supply  or  reduce 
our  costs. 

IV.    -WKLL  SPACING 

Proper  spacing  of  wells  has  long  i-eceived  the  study  of  the  operator,  and  the 
tendency  in  California  in  general  has  been  toward  decreasing  the  well  density. 
The  problem  is  probably  more  of  an  economic  than  a  conservation  nature,  hut 
in  my  opinion  the  two  are  inseparable.  The  oi^erator  realizes  that  adoption  of  a 
20-acre  siiacing  as  against  a  10-acre  spacing  will  result  in  an  exi>enditure  only 
about  half  as  great.  He  would  prefer  to  defer  any  closer  spacing  until  he  is  con- 
vinced that  the  reservoir  should  be  drilled  to  greater  density.  He  can  always 
drill  additional  wells,  but  an  overinvestment  in  them  can  never  be  recovered.  The 
public  must  eventually  pay  for  such  overinvestment  in  the  form  of  increased 
prices  for  products  or  in  decreased  earnings.  I  do  not  l)elieve  that  we  can  yet 
determine  the  optimum  well  spacing  for  any  field,  but  I  am  convinced  that  once 
again  we  are  heading  in  the  proper  direction  and  will  ultimately  arrive  at  a 
practical  answer. 

I  wish  to  call  the  committee's  attention  to  the  very  mai'ked  development  of 
wider  well  spacing  in  California  in  recent  years  and  point  out  that  there  are  now 
16  fields  being  developed  on  a  density  of  1  well  to  20  acres,  and  that  there  are  3 
fields  in  which  a  particular  zone  is  developed  on  a  similar  basis.  The  present 
potential  of  these  10  fields  is  1.000.182  barrels  of  oil  per  day  out  of  a  total  po- 
tential of  the  State  of  2,riS0.411  barrels  per  day.  A  significant  part  of  this  analysis 
is  that  these  fields  developed  recently  on  a  wide  spacing  basis  have  38.0  percent 
of  the  potential  of  the  State.  The  fields  above  referred  to  are  oil  fields.  In  addi- 
tion, there  are  gas  fields  in  the  State  which  are  develoi)ed  on  a  basis  of  from 
1  well  to  40  acres  up  to  as  high  as  1  well  to  160  acres. 

Accepted  oil-leasing  practice  was  for  years  one  well  to  each  10  acres,  and  this 
included  Government  leases.  Practically  all  lease  forms  now  provide  for  not 
in  excess  of  one  well  to  20  acres,  and  many  permit  of  wider  spacing. 

The  life  of  many  leases,  including  Government  leases,  have  been  extended 
beyond  the  old  20-year  ijeriods  in  order  to  permit  more  reasonable  drilling  and 
producing  rates,  thus  aiding  conservation. 
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V.    OAUtXIKNIA    SIATK    LA\V8    RKGARDINft    THE   OONSERVATION    OF    OIL    AND   GAS 

Under  date  of  June  10.  l!)!."),  an  act  to  establish  a  public  resources  code  for  the 
State  of  California  was  passed  by  tlie  legislature  and  became  law.  This  act  has 
l)een  amended  from  time  to  time  in  order  to  properly  protect  the  public  interest. 

Divisit)n  III  of  section  8^-B  of  said  act  applies  to  oil  and  gas,  and  the  State 
division  of  oil  and  gas  was  formed  to  administer  this  part  of  the  act  I  will 
quote  from  and  explain  briefly  tlie  effects  of  said  legislation. 

Chapter  I  is  titled  "Oil  and  Gas  Conservation."  Article  2,  in  part,  reads  as 
follows : 

"The  supervisor  shall  so  supervise  the  drilling,  operation,  maintenance,  and 
abandonment  of  wells  as  to  prevent,  as  far  as  possible,  damage  to  underground 
nil  and  gas  deposits  from  intiltrating  water  and  otlier  causes,  loss  of  oil  and  gas, 
and  damage  to  underground  and  surface  waters  suitable  for  irrigation  or 
■domestic  purposes  by  the  infiltration  of,  or  the  addition  of,  detrimental  sub- 
stances, by  reason  of  the  drilling,  operation,  maintenance,  or  abandonment  of 
Tvells. 

"A  district  deputy  in  each  district,  designated  by  the  supervisor,  shall  collect 
all  necessary  information  regarding  the  oil  and  gas  wells  in  the  district,  with  a 
\  iew  to  determining  the  presence  <ind  source  of  water  in  the  oil  sands  and  the 
location  and  extent  of  strata  bearing  water  suitable  for  irrigation  or  domestic 
purposes  that  might  be  affected.  He  .shall  prepare  maps  and  other  accessories 
necessary  to  determine  the  presence  and  source  of  water  in  the  oil  sands  and 
the  location  and  extent  of  strata  bearing  water  suitable  for  irrigation  or  domestic 
purposes  or  surface  water  suitable  fcr  such  purposes.  This  work  shall  be  done 
with  the  view  to  advising  the  operators  as  to  the  best  means  of  protecting  the 
oil  and  gas  sands  and  the  water-bearing  strata  and  surface  water,  and  with  a 
view  to  aiding  the  supervisor  in  ordering  tests  or  repair  work  at  wells.  All  this 
data  shall  be  kept  on  tile  in  the  office  of  th(>  district  deputy  of  the  respective 
district."' 

This  article  makes  it  mandatory  that  the  supervisor  obtain  data  on  every 
well  drilled  in  the  State  of  California,  and  tliat  he  use  his  best  ability  to 
prevent  underground  waste  in  every  well  in  the  State. 

Article  3  provides,  among  other  things,  for  the  State  being  divided  into 
six  districts  with  each  district  in  charge  of  a  deputy  oil  and  gas  supervisor 
who  shall  be  aided  in  solving  problems  within  his  District  by  from  five  to 
seven  oil  and  gas  commissioners  elected  from  oil  and  gas  operators  within 
his  district. 

Article  4  provides,  in  part,  as  follows: 

"The  owner  or  operator  of  any  well  shall,  before  commencing  the  work  of 
drilling  the  well,  file  with  the  supervisor  or  the  district  deputy  a  written  notice 
<»f  intention  to  commence  drilling.     The  notice  shall  contain  the  following: 

"(a)  The  location  and  elevation  above  sea  level  of  the  floor  of  the  proposed 
derrick  and  drill  rig. 

"(b)   The  number  or  other  designation  by  which  the  well  shall  be  known. 

"(c)  The  owner's  or  operator's  estimate  of  the  depth  of  the  point  at  which 
water  will  be  shut  off,  together  with  the  method  by  which  the  shut-off  is  in- 
tended to  be  made,  and  the  size  and  weight  of  casing  to  be  used. 

"(d)  The  owner's  or  operator's  estimate  of  the  depth  at  which  oil-  or  gas- 
producing  sand  or  formation  will  be  encountered. 

"After  the  completioij  of  any  well  the  provision  of  this  section  shall  also 
apply,  as  far  as  may  be,  to  the  depening  or  redrilling  of  the  well,  or  any 
operation  involving  the  plugging  of  the  well,  or  any  operations  permanently 
altering  in  any  manner  the  casing  of  the  well.  The  number  or  designation 
by  which  any  well  heretofore  drilled  has  been  known,  and  the  number  or 
designation  specified  for  any  well  in  a  notice  filed  as  required  by  section  3203, 
shall  not  be  changed  without  first  obtaining  a  written  consent  of  the  supervisor. 

"Every  person  who  engages  in  the  drilling,  redrilling.  or  deepening  of  any 
v^'ell  shall  file  with  the  supervisor  an  indemnity  bond  in  the  sum  of  $5,000 
for  each  well  drilled,  redrilled.  or  deepened. 

"A  well  is  properly  completed,  for  the  ])urpose  of  sections  .''.206  and  3207. 
when  it  has  bi^eii  completed  to  production  of  oil  or  gas,  and  the  person  engaged 
in  drilling,  redrilling.  or  deepening  it  has  shown  to  the  satisfa(ti(m  of  the 
supervisor  that  both  the  manner  of  drilling,  redrilling,  or  deepening  the  well 
and  the  mannei-  of  producing  oil  therefrom  are  satisfactory.  A  well  is  prop- 
erly abandoned  when  drilling,  redrilling,  or  deepening  has  ceased  before  com- 
pletion to  production  of  oil  or  gas.  and  the  person  drilling,  redrilling,  or  deep- 
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eiiiiiji;  it  liiis  sluiwn  to  the  satisfaction  of  tlie  supervisor  that  all  proper  steps 
have  ))een  taken  to  shut  off  and  exclude  all  water  from  oil-bearing  and  gas- 
bearing  strata  encountered  in  the  well,  and  to  protect  underground  or  surface 
Avater  suitable  for  irrigation  or  farm  or  domestic  purposes  from  the  infiltration 
or  addition  of  any  detrimental  substance. 

"The  supervisor  shall  order  such  tests  or  remedial  work  as  in  his  judgment 
are  necessary  to  protect  oil  and  gas  deposits  from  damage  by  underground 
water,  or  to  prevent  the  escape  of  water  into  underground  formations,  or  to 
jtrevent  the  infiltration  of  detrimental  substances  into  undergromid  or  surface 
water  suitable  for  irrigation  or  domestic  purposes,  to  the  best  interests  of 
the  neighboring  property  owners  and  th(>  pul)lic.     *     *     * 

•'E^very  person  producing  oil  or  gas  in  the  State  shall  file  with  the  super- 
visor, on  or  before  the  tenth  day  of  each  month,  for  the  last  preceding  calendar 
month,  a  statement  in  such  form  as  the  supervisor  may  designate,  showing : 

••(«)  The  amount  of  oil  and  gas  produced  from  each  well  during  the  period 
indicated,  together  with  the  gravity  of  the  oil,  the  amount  of  water  produced 
from  each  well,  estimated  in  accordance  with  methods  approved  by  the  super- 
visoi',  and  the  number  of  days  during  which  fluid  was  produced  from  each  well. 

"(h)  The  number  of  wells  drilling,  producing,  or  idle,  owned  or  operated 
b.v  such  person. 

"((•)  What  disposition  was  made  of  the  gas  produced  from  each  well,  in- 
cluding the  names  of  persons,  if  any,  to  whom  the  gas  was  delivered,  and  such 
other  information  i*egarding  the  gas  and  the  disposition  thereof  as  the  super- 
visor may  require." 

Article  5  is  titled  "Unreasonable  Waste  of  Gas"  and  reads  in  part  as  follows: 

"The  unreasonable  waste  of  natural  gas  by  the  acts,  omission,  sulferance.  or 
insistence  of  the  lessor,  lessee,  or  operator  of  any  land  containing  oil  or  gas.  or 
both,  whether  before  or  after  the  removal  of  gasoline  from  the  gas.  is  opposed  t(; 
the  TJublic  interest  and  is  unlawful.  The  blowing,  release,  or  escape  of  gas  into 
the  air  shall  be  prima  facie  evidence  of  unreasonable  waste. 

"Whenever  the  supervisor  finds  that  it  is  in  the  intwrest  of  the  protection  of  oil 
or  gas  from  unreasonable  waste,  the  lessors,  lessees,  oi^erators,  or  other  persons 
owning  or  controlling  royalty  or  other  interests  in  the  separate  properties  of  the 
same  producing  or  prospective  oil  or  gas  field,  may,  A\ath  the  approval  of  the 
supervis(^>r.  enter  into  agreements  for  the  purpose  of  bringing  about  the  cooperative 
development  and  operation  of  all  or  a  part  or  parts  of  the  field,  or  for  the  purpose 
of  bringing  about  the  development  or  operation  of  all  or  a  part  or  parts  of  such 
field  as  a  unit,  or  for  the  purpose  of  fixing  the  time,  location,  and  manner  of 
drilling  and  operating  of  wells  for  the  production  of  oil  or  gas,  or  providing  for 
the  return  of  gas  into  the  subsurface  of  the  earth  for  the  purix)se  of  storage  or 
the  repressuring  of  an  oil  or  gas  field.  Any  such  agreement  shall  bind  the  suc- 
cessors and  assigns  of  the  parties  thereto  in  the  land  affected  thereby  and  shall 
be  enforceable  in  an  action  for  specific  performance. 

"If  it  appears  that  gas  is  being  produced  from  any  oil  well  or  wells  in  quantities 
exceeding  a  reasonable  proportion  to  the  amount  of  oil  produced  from  the  same 
well  or  wells,  even  though  it  is  shown  that  such  excess  gas  is  being  used  in  the 
generation  of  light,  heat,  power,  or  any  other  industrial  purpose,  and  if  it 
appears  that  there  is  sufficient  other  gas  available  for  such  uses  from  other  wells 
in  the  same  or  other  fields  in  which  the  gas  produced  is  not  in  excess  of  the 
amount  which  bears  a  reasonable  proiwrtion  to  the  amount  of  oil  produced  from 
such  other  wells,  and  that  there  are  adequate  gas  pipe-line  connections  between 
such  other  wells  and  the  place  of  utilization  of  such  gas,  the  supervisor  shall  hold 
that  such  excess  production  of  gas  is  unreasonable  waste,  if  such  a  holding  will 
not  cause  an  unreasonable  waste  of  gas  in  any  other  field." 

Chapter  3  provides  for  certain  limitations  regarding  the  spacing  of  wells  on 
small  tracts  of  land. 

From  the  above  quotations  and  explanations,  it  is  evident  that  California  has 
a  law  which  provides  among  other  things  for  the  following : 

(1)  Proper  drilling  of  wells  and  protection  of  oil  and  gas  reserves. 

(2)  Proper  protection  of  reservoir  energy  and  prevention  of  underground  waste. 

(3)  Prohibition  of  gas  waste. 

(4)  Filing  of  adequate  records  respecting  drilling  and  producing  operations. 

A  copy  of  division  III  of  the  act  of  June  10.  1915,  is  attached  hereto  and  made  a 
part  hereof.  That  this  law  has  been  a  very  effective  conservation  measure  is 
evidenced  by  the  large  reductions  in  blown  gas  subsequent  to  1930,  wheji  the  gas 
conservation  provisions  were  enacted  and  enforced. 
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CALIFORNIA    LAWS    FOR    CONSERVATION    OF    PETROLEUM    AND    GAS 

Issued  by  Division  of  Oil  and  Gas,  Ferry  Building,  San  Francisco,  R.  D.  Bush, 
State  Oil  and  Gas  Supervisor 

AN    ACT   To   establish   a   Public   Resources   Code,   thereby  consolidating  and   revising  the 
law  relating  to  natural  resources,  the  conservation,  utilization,  and  supervision  thereof, 
and  matters   incidental  thereto,   and  to  repeal  certain  acts  and  parts  of  acts  specified 
herein 
(Approved  April  26,  1939,  ch.  93;  amended  1939,  ch.  98;  amended  1939,  ch.  1113.) 

The  people  of  the  State  of  Califotyiia  do  enact  as  follows: 

Division  III.  Oil  and  Gas 

CHAPTKK   1.    OIL  AND  GAS  CONSERVATION 

Article  1.  Definitions  and  General  Proimions 

3000.  Unless  the  context  otherwise  requires,  the  definitions  hereinafter  set 
forth  shall  g■()^•el•n  the  construction  of  this  chapter. 

:'>(M>1.  'i)H]iartmeut,"  in  reference  to  the  government  of  tliis  State,  means  the 
Department  of  Natural  Resources. 

;^(]0l'.  ••Division,""  in  referenee  to  the  government  of  this  State,  means  the 
Division  of  Oil  and  (ias  in  the  Department  of  Natural  Resources. 

;^00o.  "Director"'  means  tlii'  Director  of  Natural  Resources. 

3004.  "Supervisor"'  means  the  State  Oil  and  Gas  Supervisor. 

oOO").  '•Person'"  includes  any  individual,  firm,  association,  corporation,  or  any 
other  group  or  combination  acting  as  a  unit. 

3006.  "Oil"  includes  i)etrole(nn,  and  '•petroleum"  Includes  oil. 

3007.  "Gas"  means  natural  gas  coming  from  the  earth. 

3008.  "Well"  means  any  oil  or  gas  well  or  well  for  the  discovery  of  oil  or  gas, 
or  any  well  on  lands  producing  or  reasonably  presumed  to  contain  oil  or  gas. 

3009.  "Operator"  means  any  person  drilling,  maintaining,  operating,  pumping, 
or  in  control  of  any  well. 

3010.  "Owner"  includes  "operator"  when  any  well  is  operated  or  has  been 
operated  or  is  about  to  be  operated  by  any  person  other  than  the  owner. 

3011.  •Operator"  includes  "'owner"  when  any  well  is  or  has  been  or  is  about  to 
be  oiierated  by  or  under  the  direction  of  the  owner. 

3(il2.  Tlie  provisions  of  this  chapter  apply  to  any  land  or  well  situated  within 
the  lioundaries  of  an  incorporated  city  in  which  the  drilling  of  oil  wells  is  now  or 
ma.\  heieafter  be  prohibited,  until  all  wells  therein  have  been  abandoned  as 
provided  in  this  chapter. 

3013.  This  chapter  shall  be  liberally  construed  to  meet  its  purposes,  and  the 
director  and  the  supervisor  shall  have  all  powers  which  may  be  necessary  to 
carry  out  the  purposes  of  this  chapter. 

Article  2.  Administration 

3101.  The  supervisor  shall  appoint  one  chief  deputy  and  at  least  one  district 
deputy  for  each  of  the  districts  provided  for  in  this  chapter,  and  shall  prescribe 
their  duties  and  fix  their  compensation. 

3102.  The  Attorney  Genera!  shall  be  the  legal  advisor  for  the  division  and  shall 
perform  or  provide  such  legal  services  for  the  division  as  it  may  require.  The 
cost  of  all  such  legal  services  shall  be  a  charge  against  and  shall  be  paid  from 
the  money  or  funds  appropriated  or  made  availalile  by  law  fur  tli"  support  of  the 
division.  All  money  so  paid  shall  be  deposited  in  the  State  treasury  to  the  credit 
and  in  augmentation  of  the  current  appropriation  for  the  support  of  the  Attorney 
General's  otRce,  to  be  expended  in  accordance  with  law,  for  the  support  of  that 
office. 

3103.  The  chief  deputy  shall  be  a  competent  engineer  or  geologist  experienced 
in  the  development  and  production  of  oil. 

3104.  Each  district  deputy  shall  be  either  a  competent  engineer  or  geologist, 
experienced  in  the  development  and  production  of  oil,  or  a  competent  and  ex- 
perienced oil  operator,  with  not  less  than  five  years  of  actual  experience  in  the 
oil  fields  of  the  State.  At  the  time  any  district  deputy  is  appointed,  notice  of  his 
appointment  shall  be  transmitted  in  writing  to  the  board  of  commissioners  of  the 
district  for  which  the  deputy  is  appointed. 
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310r>.  All  office  under  the  supervision  of  a  district  deputy  may  be  maintained  in 
eacii  district.  The  office  shall  be  conveniently  accessible  to  the  oil  and  gas  oper- 
ators in  the  district,  and  it  shall  be  open  and  a  district  deputy  shall  be  present  at 
certain  specified  times,  which  times  shall  be  posted  at  the  office. 

3106.  The  supervisor  shall  so  supervise  the  drilling',  operation,  maintenance, 
and  abandonment  of  wells  as  to  prevent,  as  far  as  possible,  damage  to  under- 
ground oil  and  gas  deposits  from  infiltrating  water  and  other  causes,  loss  of  oil 
and  gas,  and  damage  to  underground  and  sui-face  waters  suitable  for  irrigation 
or  domestic  purposes  by  the  infiltration  of,  or  the  addition  of,  detrimental  sub- 
stances, by  reason  of  the  drilling,  operation,  maintenance,  (»r  abandonfncnt  of 
wells. 

3107.  A  district  deputy  in  each  district,  designated  by  the  suix^rvisor,  shall 
collect  all  necessary  information  regarding  the  oil  and  gas  wells  in  the  districts 
with  a  view  to  determining  the  presence  and  source  of  watin-  in  the  oil  sands  and 
the  hicatiou  and  extent  of  strata  bearing  water  suitable  for  irrigation  or  domestic 
purposes  that  might  be  affected.  He  shall  prepare  maps  and  other  accesxiries 
necessary  to  determine  the  presence  and  source  of  water  in  the  oil  sands  and  the- 
location  and  extent  of  strata  bearing  water  suitable  for  irrigation  or  domestic 
purposes  or  surface  water  suitable  for  such  purposes.  This  work  shall  be  done 
with  the  view  to  advising  the  operators  as  to  the  best  means  of  pi-otecting  the 
oil  and  gas  sands  and  the  water-bearing  strata  and  surface  water,  and  with  a 
view  to  aiding  the  supervisor  in  ordering  tests  or  repair  work  at  wells.  All  this 
data  shall  be  kept  on  file  in  the  office  of  the  district  deputy  of  the  respective 
district. 

3108.  On  or  before  the  first  day  of  October  of  each  year  the  supervisor  shall 
make  public,  for  the  benefit  of  all  interested  person.s,  a  report  in  writing  show- 
ing: 

(a)  The  total  amounts  of  oil  and  gas  produced  in  each  county  in  the  State 
during  the  previous  calendar  year. 

(b)  The  total  cost  of  the  division  for  the  previous  fiscal  year. 

(c).  The  net  amount  remaining  in  the  petroleum  and  gas  fund  available  for 
the  expen.ses  of  the  succeeding  fiscal  year. 

(d)  The  total  amount  delinquent  and  uncollected  from  any  assessments  or 
charges  levied  pursuant  to  this  chapter. 

Tlie  report  shall  also  include  such  other  information  as  the  supervisor  deems 
advisable. 

3109.  The  supervisor  maj'  publish  any  publications,  reports,  maps,  or  other 
printed  matter  relating  to  oil  and  gas,  for  which  there  may  he  public  demand. 
If  these  publications,  reports,  maps,  or  other  printed  matter  are  sold,  they 
shall  be  sold  at  cost,  and  the  proceeds  shall  be  deposited  to  the  credit  of  the 
petroleum  and  gas  fund. 

3110.  All  money  i}aid  to  the  State  Treasurer  pursuant  to  this  chapter  shall  be 
deposited  to  the  credit  of  the  petroleum  and  gas  fund,  which  fund  is  continued 
in  existence.  All  mone.y  in  the  fund  shall  be  expended  under  the  direction  of 
the  department,  for  the  purpose  of  this  chapter  upon  warrants  drawn  by  the 
Controller,  upon  demands  made  by  the  department,  and  audited  by  the  Depart- 
ment of  Finance. 

All  the  money  in  the  petroleum  and  gas  fund  at  any  time  and  from  time  to 
time  is  hereby  appropriated  and  made  available  for  the  purpose  of  carrying 
out  the  provisions  of  this  chapter. 

3111.  All  money  received  in  repayment  of  repair  work  done  as  provided  in  this 
chapter,  shall  be  returned  and  credited  to  the  petroleum  and  gas  fund. 

Article  3.   Districts  atxl  District  OH  (nid  Gas  Coiiunissioncrs 

3150.  For  the  purposes  of  this  chapter,  the  State  is  divided  into  six  districts, 
as  follows : 

District  number  1.  the  counties  of  Los  Angeles.  Riverside.  Orange.  San  Diego. 
Imperial,  and  San  Bernardino. 

District  number  2.  the  count.v  of  Ventura. 

District  number  3,  the  counties  of  Santa  Barbara.  San  Luis  01)ispo,  Monterey, 
Santa  Cruz,  San  Benito,  Santa  Clara.  Contra  Costa,  San  Mateo,  Alameda,  and 
San  Francisco. 

District  number  4.  the  counties  of  Tulare,  In.yo,  and  Kern. 

District  number  5.  the  counties  of  Fresno,  Madera,  Kings.  Mono.  Mariposa,. 
Merced.  Stanislaus,  and  Tuolumne. 

District  number  6,  all  counties  not  included  in  any  other  district. 
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5151.  Then'  shall  be  district  oil  and  gas  commissioners  for  eacli  district,  as 
fetftows:  F(»r  district  number  1,  five ;  for  district  mrml3er.2.  five;  for  district 
number  H,  five;  for  district  number  4,  seven;  for  district  number  5,  five;  for 
district  number  6,  five. 

The  district  conunissioners  shall  be  elected  at  the  times  and  in  the  manner 
hereinafter  provided.  No  person  i.s  eligible  to  be  a  district  (jil  and  gas  commis- 
sioner who  Is  not  a  resident  of  the  district  for  which  he  is  elected,  nor  who  is 
not  actually  en.irafrc'd  in  the  business  of  oil  or  gas  development  or  production 
within  the  district. 

:U7,2.  The  terms  of  office  of  district  commissioners  shall  be  three  years  each, 
from  and  after  the  first  Monday  in  October  of  the  year  of  their  election,  and 
until  their  respective  successors  are  elected. 

'Sl~Yi.  The  district  commissioners  in  office  at  the  time  this  chapter  takes  effect 
sliall  serve  out  the  terms  for  which  they  were  elected,  which  terms  expire  as 
follows : 

(a)  In  districts  having  five  connnissioners,  one  in  in;^V),  two  in  1940.  and  two 
in  1941. 

(b)  In  districts  having  seven  connnlssioners.  two  in  189,  two  in  1940,  and 
three  in  1941. 

8154.  On  the  third  Tuesday  in  September  in  each  .year,  at  a  meeting,  the  time 
and  place  in  the  respective  districts  and  details  of  which  shall  be  fixed  by  the 
suiM^rvisor,  the  successor  of  each  disti'ict  (-(munissioner  whose  term  of  office 
expires  that  year  sliall  be  elected.  At  least  two  weeks'  previous  notice  of  the 
meeting  shall  be  given  by  mail  addressed  to  the  po.st-office  address  or  principal 
place  of  business  of  each  of  the  persons  entitled  to  vote  for  such  district 
commissioners. 

3155.  District  commissioners  shall  be  elected  by  vote  of  the  persons  in  that 
district  who  have  been  assessed  and  whose  names  appear  on  the  last  preceding 
record  of  assessments  for  the  fund  required  to  be  raised  by  this  chapter. 

3156.  Each  of  those  entitled  to  vote  may  be  represented  by  one  person  holding 
the  written  authority  of  such  voter  to  act  for  him  at  the  meeting.  Each  voter  is 
entitled  to  one  vote  for  each  member  of  the  board  of  district  oil  and  gas  conmiis- 
.sioners  who  is  to  be  selected  for  the  district.  In  addition  thereto,  in  each  district, 
at  elections  to  fill  those  offices  the  terms  of  which  expire  in  1941.  and  every  three 
years  thereafter,  each  voter  is  entitled  to  cast  one  vote  for  each  such  oliice  for 
ejich  one  hundred  dollars,  or  fraction  thereof,  which  the  Aoter  has  paid  in  accord- 
ance with  his  last  assessment  under  this  chapter. 

In  all  subsequent  elections  the  qualification  of  voters  in  the  election  of  a 
district  commissioner  shall  be  the  same  as  in  the  election  of  the  district  com- 
missi(;ner  who.se  successor  in  office  is  being  elected.  The  meeting  shall  select  by 
ballot,  by  a  ma.iority  vote  of  the  votes  represented,  the  number  of  persons  specified 
in  this  article  to  act  as  district  commissioners  for  the  district. 

3156.5.  The  first  district  oil  and  gas  commissioners  for  district  number  6  shall 
be  elected  at  a  meeting  of  the  voters  of  the  district  on  the  third  Tuesday  iu 
September  1939.  The  meeting  shall  be  called  by  the  State  Oil  and  (Jas  Sui>ervisor 
and  the  election  shall  be  conducted  in  all  resitects  as  provided  for  district  elections 
by  this  article,  except  that  one  district  connnissioner  shall  be  eli-cted  for  three 
years,  tw^o  for  two  years,  and  two  for  one  year,  and  the  numlier  of  ballots  cast 
for  the  commissioners  to  be  elected  for  two-year  terms  shall  be  as  provided  by 
section  3156. 

In  the  event  that  this  section  does  not  take  effect  before  the  third  Tuesday  in 
September  1939.  the  State  Oil  and  Gas  Supervisor  shall  call  a  meeting  of  the 
voters  of  district  number  6,  to  be  held  upon  the  second  Tuesday  after  the  efft>ctive 
date  of  this  section,  at  which  meeting  district  oil  and  gas  commissioners  for 
district  number  6  shall  be  elected  in  the  manner  and  for  the  terms  provided  in 
this  section. 

3157.  The  chairman  and  secretary  of  the  meeting  shall  issue  a  written  certificate 
to  the  supervisor,  setting  forth  the  result  of  the  election,  and  the  name  and  address 
of  each  of  the  persons  elected  as  a  district  oil  and  gas  connnissioner  for  the  district. 

I'pon  receipt  of  this  certiticate,  the  supervisor  sliall  issue  a  certificate  of  election 
to  the  respective  persons  named  as  the  district  commissioners  for  the  district  for 
the  iieriod  of  three  years  from  and  after  the  first  Monday  in  October  of  the  year 
of  their  election,  as  shown  in  the  certificate,  and  until  their  respective  successors 
are  elected. 

3158.  Within  thirty  days  after  the  issuance  of  certificates  of  election  by  the 
supervisor,  the  district  commissioners  for  each  district  shall  meet  at  a  time 
and  place  within  the  district  to  be  designated  liy  the  supervisor,  and  shall  there- 
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upon  elect  one  of  their  number  as  chainniiii.  The  district  deputy  shall  be  ex  officio 
secretar.v  of  the  board.  He  shall  keep  a  record  of  its  proceedings,  and  his  office 
shall  be  the  office  of  the  district  connnissioners. 

8159.  Each  board  of  district  connnissioners  niay  appoint  one  of  its  number  as 
assistant  secretary  who  shall,  in  the  absence  of  the  secretary,  keep  the  minutes 
of  the  board  and  perform  such  further  secretarial  duties  as  the  board  by  resolu- 
tion, may  direct. 

316U.  The  district  commissioners  shall  serve  without  compensation,  except  their 
necessary  traveling  expenses  and  other  actual  expenses  incidental  to  their  office. 

The  traveling  expenses  of  the  district  commissioners,  and  all  actual  expenses 
incurred  by  or  under  the  order  of  the  district  connnissi(»iiers.  in  the  hearing  and 
determination  and  carrying  out  of  orders  appealed  to  Them,  shall  be  cevtifiefl 
by  the  district  deputy  and  the  chairman  of  the  board  of  district  commissioners, 
to  the  supervisor,  and  when  audited  by  him  and  by  the  Department  of  Finance, 
shall  be  paid  from  the  petroleum  and  gas  fund. 

3161.  In  case  of  any  litigation  to  which  the  board  of  oil  and  gas  commissioners 
of  any  district  is  a  party,  the  board  may  employ  a  competent  attorney  for  each 
such  litigation,  and  may  fix  his  comijensation,  either  before  or  after  his  services 
shall  be  concluded.  His  compensation,  when  certified  by  the  chairman  of  the 
district  board  and  by  the  Department  of  Finance,  shall  be  paid  from  the  petroleum 
and  gas  fund. 

3102.  In  case  of  any  hearing  upon  appeal  before  any  board  of  district  commis- 
sioners, they  may  employ  a  competent  stenographer  to  take  the  testimony  and 
proceedings.  In  case  either  party  commences  proceedings  in  the  superior  court, 
by  write  of  certiorari,  from  any  order  or  decision  of  the  board,  it  shall  require  the 
stenographer  so  employed  to  make  a  full  transcript,  and  three  additional  copies, 
of  the  testimony  and  proceedings  before  the  board.  The  oi-iginal  and  one  copy 
shall  be  for  the  use  of  the  board.  One  coj)y  shall  be  furnished  to  the  supervisor, 
and  one  copy  shall  be  furnished  to  the  owner  of  the  well  in  question.  The  cost 
and  expense  of  employing  any  such  stenographer,  and  the  transcribing  of  his 
notes  and  making  copies,  shall  be  part  (jf  the  exijenses  of  the  district  commis- 
sioners and  when  certified  by  the  chairman  of  the  board,  and  audited  by  the 
Department  of  Finance,  shall  be  paid  from  the  iietroleum  and  gas  fund. 

3163.  Upon  any  subject  in  which  any  district  commissioner  is  personally  inter- 
ested, or  in  which  any  ijerson  by  whom  he  is  employed  is  directly  Interested  as 
a  party,  such  district  commissioner  shall  not  be  entitled  to  sit  or  vote. 

3164.  The  board  of  district  commissioners  may  call  upon  the  supervisor  for 
advice  and  for  a  written  report  upon  any  matter  referred  to  the  board.  Tliie 
supervisor  may  call  meetings  of  the  commissioners  at  the  office  of  the  district 
deputy,  upon  five  days'  written  notice,  to  obtain  their  written  advice  upon  any 
matters  relating  to  )us  work  within  their  district. 

3165.  All  or  any  of  the  district  commissioners  may  be  recalled  by  a  majority 
of  the  qualified  votes  of  the  district  entitled  to  be  voted  for  such  district  com- 
missioners, respectively.  In  case  a  written  petition,  signed  by  not  less  than 
forty  per  cent  of  those  entitled  to  vote  as  to  the  election  of  any  district  com- 
missioner or  commissioners,  asking  the  recall  of  such  district  commissioner  or 
commissioners,  is  filed  in  the  office  of  the  supervisor,  the  supervisor  shall,  within 
ten  days  thereafter,  order  and  give  notice  of  a  special  election  in  the  district  to  fill 
tile  office  or  offices  of  the  district  commissioner  or  commissioners  named  in  the 
petition  for  recall.  The  supervisor  shall  cause  notice  of  the  election  to  be  given 
in  the  manner  and  for  the  time  required  for  regular  elections.  The  notice  shall 
fix  the  time  anil  place  of  the  election.  At  the  election,  the  di.strict  conmiissioner 
oi-  commissioners  named  in  the  petition  for  recall  shall  be  voted  upon  as  rhough 
they  were  candidates  for  election  for  the  unexpired  portion  of  the  term  for  which 
they,  respectively,  were  originally  elected,  and  any  other  candidate  or  candidates 
may,  at  the  same  time,  be  voted  upon.  A  majority  of  all  the  qualified  votes 
entitled  to  be  voted  for  such  district  commissioners,  respectively,  are  required  to 
constitute  an  election.  If  less  than  a  majority  of  all  qualified  votes  are  cast  for 
any  candidate,  the  recall  fails  as  to  the  district  commissioner  concerning  whose 
office  the  vote  was  taken  ;  and  if  the  district  commissicnier  himself  receives  a 
majority  of  the  votes,  the  recall  fails.  If  the  recall  fails,  the  district  commis- 
sioner shall  continue  to  serve  until  the  expiration  of  his  term,  as  though  the 
special  election  had  not  been  held.  But  if  any  person  other  than  the  district 
commissioner  receives  a  majority  of  the  votes  for  the  unexpired  term,  then  the 
recall  is  effective  and  the  office  of  the  district  commissioner  recalled  is  vacant. 
ITpon  written  certificate  of  election  being  filed  with  the  supervisor,  the  person 
chosen  and  elected  for  the  unexpired  term  shall  become  the  successor  of  the 
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lecalled  district  comniissioner  and  a  oertiflcate  of  his  election  for  such  unexpired 
term  shall  be  issued  and  transmitted  to  him  by  the  supervisor.  Like  proceedings 
shall  be  had  if  more  than  one  district  commissioner  is  included  in  the  petition 
for  recall. 

'AW6.  In  all  recall  elections,  qualifications  of  voters  and  the  number  of  votes 
which  they  will  be  entitled  to  cast  shall  be  the  same  as  they  respectively  were 
in  the  election  of  the  district  commissioner  as  to  whom  the  recall  election  is  being 
held. 

3167.  In  ease  a  vacancy  as  to  the  office  of  any  district  commissioner  is  caused  by 
the  death,  resignation,  removal  from  the  district,  or  ceasing  to  be  engaged  in 
the  business  of  development  or  production  of  oil  or  gas  in  the  district,  the 
vacancy  shall  be  filled  until  the  next  annual  election  by  the  remaining  commis- 
sioners of  the  district. 

Article  Jf.  Ref/ulation   of   Opnations 

3200.  Every  owner  or  operator  of  any  well  shall  designate  an  agent,  giving 
his  post-office  address,  who  resides  within  the  county  where  the  well  is  located, 
upon  whom  all  orders  and  notices  provided  in  this  chapter  may  be  served.  Every 
person  so  appointing  an  agent  shall,  within  five  days  after  the  termination  of 
any  such  agency,  notify  the  supervisor  or  the  district  deputy,  in  writing,  of  such 
termination,  and  unless  operations  within  the  district  are  discontinued,  shall 
appoint  a  new  agent  upon  request  of  the  supervisor. 

32<)1.  The  ownier  or  operator  of  any  well  shall  notify  the  supervisor  or  the 
district  deputj%  in  writing,  in  such  form  as  the  supervisor  or  the  district  deputy 
may  direct,  of  the  sale,  assignment,  transfer,  conveyance,  or  exchange  by  the 
owner  or  operator  of  such  well,  and  the  land,  owned  or  leased,  upon  which  the 
well  is  located,  within  five  days  after  such  sale,  assignment,  tran.sfer,  conveyance, 
or  exchange.     The  notice  shall  contain  the  following: 

(a)  The  name  and  address  of  the  person  to  whom  such  well  wa*  sold,  assigned, 
transferred,  conveyed,  or  exchanged. 

(b)  The  name  and  location  of  the  well. 

(c)  The  date  of  the  sale,  assignment,  transfer,  conveyance,  or  exchange. 

(d)  The  date  when  possession  was  relinquished  by  the  owner  or  operator. 

(e)  A  description  of  the  land  upon  which  the  well  is  .situated. 

3202.  Every  person  who  acquires  the  ownership  of  any  well,  whether  by 
purchase,  transfer,  assignment,  conveyance,  exchange,  or  otherwise,  shall,  within 
five  days  after  ac(iuiring  the  well  and  the  land,  owned  or  leased,  upon  which  it  is 
located,  notify  the  supervisor  or  the  district  deputy,  in  writing,  of  his  owniership. 
The  notice  shall  contain  the  following: 

(a)  The  name  and  address  of  the  person  from  whom  the  well  was  acquired. 

(b)  The  name  and  location  of  the  well. 

(c)  The  date  of  acquisition. 

(d)  The  date  wdien  posses.sion  was  acquired. 

(e)  A  description  of  the  land  upon  which  the  well  is  situated. 

3203.  The  owner  or  operator  of  any  well  shall,  before  comriiencing  the  work  of 
drilling  the  well,  file  with  the  supervisor  or  the  district  deputy  a  written  notice 
of  intention  to  commence  drilling.     The  notice  shall  contain  the  following: 

(a)  The  location  and  elevation  above  sea  level  of  the  floor  of  the  propo.sed 
derrick  and  drill  rig. 

(b)  The  number  or  other  designation  by  which  the  well  shall  be  known. 

(c)  The  owner's  or  operator's  estimate  of  the  depth  of  the  point  at  which  water 
will  be  shut  off,  together  with  the  method  by  which  the  shut-off  is  intended  to  be 
made,  and  the  size  and  weight  of  casing  to  be  used. 

(d)  The  owner's  or  operator's  estimate  of  the  depth  at  which  oil-  or  gas- 
producing  sand  or  formation  will  be  encountered. 

After  the  completion  of  any  well  the  provisions  of  this  section  shall  also 
apply,  as  far  as  may  be,  to  the  deepening  or  redrilling  of  the  well,  or  any  oper- 
ation involving  the  plugging  of  the  well,  or  any  operations  permanently  altering 
in  any  manner  the  casing  of  the  well.  The  number  or  designation  by  which 
any  well  heretofore  drilled  has  been  known,  and  the  number  or  designation 
specified  for  any  well  in  a  notice  filed  as  required  by  section  3203,  shall  not  be 
changed  without  first  obtaining  a  written  consent  of  the  supervisor. 

3204.  Every  person  who  engages  in  the  drilling,  redrilling,  or  deepening  of 
any  well  shall  file  with  the  supervisor  an  indenmity  bond  in  the  sum  of  five 
thousand  dollars  for  each  well  drilled,  redrilled,  or  deepened.  The  bond  shall 
be  filed  with  the  supervisor  at  the  time  of  the  filing  of  the  notice  of  intention 
to  drill,   redrill,  or   deepen   provided   for  in   section   3203.     The   bond   shall   be 
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fxecnted  by  such  ikmsoii.  as  principal,  and  by  an  antliorizcd  surety  company,  as 
siirety,  conditioned  that  tlie  i>rincipal  named  in  the  i)ond  shall  faithfully  comply 
with  all  the  provisions  of  this  cliapter,  in  drillinji,  redrillinR.  or  deeix'niiiK  any 
well  or  wells  covered  by  the  bond,  and  shall  secure  the  state  against  all  losses, 
oharges.  and  exi>enses  incurred  by  it  to  obtain  such  compliance  by  the  principal 
njiiiied  in  the  bond. 

The  condition  of  the  bond  siiall  be  stated  in  substantially  the  following 
language : 

"If  said   the  above  bounden  principal,   shall  well   and   truly  comply 

with  all  the  provisions  <^f  c-hapter  1  of  division  III  of  the  I'ublic  Resources  Code 
and  shall  obey  all  lawful  orders  of  the  State  Oil  and  Gas  Supervisor,  or  his 
district  deputy  or  deputies,  if  not  appealed  as  provided  in  that  chapter,  or  upon 
affirmance  thereof  by  the  board  of  district  commissioners  having  jurisdiction 
thereof,  if  appealed  thereto,  and  shall  pay  all  charges,  costs,  and  expenses  in- 
curred by  the  supervisor  or  his  district  deputy  or  deputies  in  respect  of  such 
well  or  wells  or  the  property  or  properties  of  said  principal,  or  assessed  against 
such  well  or  wells  oi-  the  property  or  ]iroperties  of  such  principal,  in  pursuance 
of  the  provisions  of  said  chapter,  then  this  obligation  shall  be  void;  otherwise, 
it  shall  remain  in  full  force  and  effect."" 

3205.  Any  person  who  engages  in  the  drilling,  redrilling.  or  dwpening  of  five 
or  more  wells  at  any  time,  may  tile  with  the  supervisor  one  bond  for  twenty-five 
thousand  dollars  to  cover  all  his  operations  in  drilling,  redrilling.  or  deepening 
of  any  of  his  wells  in  this  State  in  lieu  of  a  tive-thousand-d(tllar  bond  for  each 
well  being  drilled,  redrilled,  or  deepened  by  him.  The  bond  sliall  be  executed 
by  such  person,  as  principal,  and  by  an  authorized  surety  company,  as  surety, 
and  .shall  be  in  substantially  the  same  language  and  uiion  the  same  conditions 
as  provided  in  section  3204.  ex(rept  as  to  the  difference  in  the  amount. 

3206.  Any  tive-thousand-dollar  bond  issued  in  compliance  with  this  (chapter 
may,  with  the-  consent  of  the  supervisor,  be  terminated  and  canceled  and  the 
surety  be  relieved  of  all  obligations  thereunder.  The  supervisor  shall  not  con- 
sent to  the  termination  and  cancellation  of  any  bond  until  the  well  or  wells  for 
which  it  has  been  issued  have  been  itrojierly  completed  or  aban<k»ned. 

3207.  Any  twenty-tive-lhonsand-dollar  bond  issued  in  comiiliance  with  this 
chapter  may,  with  the  consent  of  the  supervisor,  he  terminated  and  c.-inceled 
and  the  surety  be  relieved  of  all  obligations  thereiuid(>r  when  all  wells  covered 
by  such  bond  have  been  properly  completed  or  abandoned.  Should  the  person 
who  has  filed  a  twenty-five-thousand-dollar  bond  i)roperly  complete  or  abandon  a 
portion  of  his  wells  covered  by  the  bond,  the  bond  may,  with  the  consent  of  the 
supervisor,  be  terminated  and  canceled  and  the  surety  be  relieved  of  all  obliga- 
tions thereunder  upon  the  filing  by  such  per.son  of  a  five-thousand-dollar  bond 
for  each  well  which  he  is  still  engaged  in  drilling,  redrilling,  or  deepening. 

3208.  A  well  is  properly  completed,  for  the  purposes  of  sections  3206  and  3207, 
when  it  has  been  completed  to  production  of  oil  or  gas,  and  the  person  engaged 
in  drilling,  redrilling,  or  deei)ening  it  has  shown  to  the  satisfaction  of  the 
supervisor  that  both  the  manner  of  drilling,  redrilling,  or  deepening  the  well 
and  the  manner  of  producing  oil  therefrom  are  satisfactory.  A  well  is  properly 
abandoned  when  drilling,  redrilling,  or  deepening  has  ceased  before  comi)letion 
ro  production  of  oil  or  gas,  and  the  person  drilling,  redrilling.  or  deepening  it  h.-is 
shown  to  the  satisfaction  of  the  supervisor  that  all  proper  steps  have  been  taken 
to  shut  off  and  exclude  all  water  from  oil-bearing  or  gas-bearing  strata  en- 
countered in  the  well,  and  to  pi'otect  undergnmnd  or  surface  water  suitable  for 
irrigation  or  farm  or  domestic  purposes  from  the  infiltration  or  additi<in  of  any 
detrimental  substance. 

3209.  The  provisions  of  sections  3206  and  3207  as  to  termination  and  can- 
cellation shall  also  apply  to  all  bonds  which  have  been  heretofore  tilid  with  fixe 
supervisor  as  then  provided  by  law. 

3210.  The  owner  or  operator  of  any  well  shall  keep,  or  cause  to  be  kept,  a 
careful  and  accurate  log.  core  record,  and  history  of  the  drilling  of  the  well. 

3211.  The  log  shall  show  the  character  and  depth  of  the  formation  passed 
through  or  encountered  in  the  drilling  of  the  well,  and  particularly  the  location 
and  depth  of  w;iter-bearing  strata,  together  with  the  character  of  water  encoun- 
tered from  time  to  time,  so  far  as  ascertained,  whether  or  not  the  water  wa.s 
shut  off.  Jind  if  so  at  what  point.  The  log  shall  show  completely  the  amounts, 
kinds,  and  size  of  casing  used,  the  depth  at  which  oil-bearing  strata  are  encoun- 
tered, the  depth  and  character  of  such  strata,  and  whether  all  water  overlying 
and  underlying  such  oil-bearing  strat;i  was  successfully  and  permanently  .shut 
off  so  as  to  prevent  the  percolation  or  penetration  of  water  into  such  oil-bearing 
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strata ;  and  whether  strabi  bearing  water  that  might  be  suitable  for  irrigation 
or  domestic  purposes  are  properly  protected  from  the  iatiltration  or  addition  of 
detrimental  substances  from  the  well. 

3212.  The  core  record  shall  show  the  depth,  character,  and  Huid  content  of 
cores  obtained,  so  fnr  as  determined. 

8213.  The  Idstury  sluill  show  the  location  and  amount  of  sidetracked  casings, 
tools,  or  other  material,  the  depth  and  quantity  of  cement  in  cement  plugs,  the 
shots  of  dyniimite  or  other  explosives,  and  the  results  of  producti(m  and  other 
tests  during  drilling  operations. 

3214.  The  log  shall  be  kept  in  the  local  oflBee  of  the  owner  or  operator  and, 
together  with  the  tour  repoi'ts  of  the  owner  or  operator,  shall  be  subject,  during 
busiues^s  hours,  to  the  inspection  of  the  supervisor,  the  district  deputy,  or  any 
of  the  district  commissioners  of  the  district,  except  in  the  case  of  a  prospect  well. 

3215.  Upon  the  completion  of  any  well  or  upon  the  suspension  of  operations 
upon  any  well,  for  a  period  of  six  months,  if  it  is  a  prospect  well,  or  for  a 
period  of  thirty  days,  if  it  is  in  proved  territory,  copies  of  the  log,  core  record, 
:ind  history,  in  duplicate  and  in  such  form  as  the  supervisor  may  direct,  shall 
be  filed  with  the  district  deputy  within  ten  days  after  such  completion,  or  after 
I  he  expiration  of  said  thirty-day  period.  Like  copies  shall  be  filed  ui)ou  the 
completion  of  any  additional  work  in  the  deepening  of  any  well. 

3216.  The  owner  or  operator  of  any  well,  or  his  local  agent,  shall  file  with 
the  supervisor  a  copy  of  the  log,  history,  and  core  re<H)rd,  or  any  portion  thereof, 
at  any  time  after  the  commencement  of  the  work  of  drilling  any  well,  except 
a  prospect  well,  upon  written  request  of  the  supervisor  or  the  district  deputy. 
The  request  shall  be  signed  by  the  supeiwisor  or  the  district  deputy,  and  served 
either  personally  or  by  mailing  a  copy  of  the  request,  by  registered  mail,  to  the 
last  known  post-oflfice  address  of  the  owner  or  operator  or  his  agent. 

3217.  A  well  is  completed,  for  the  purposes  of  this  chapter,  thirty  days  after 
it  has  commenced  to  produce  oil,  water,  or  gas,  unless  drilling  operations  are 
resumed  before  the  end  of  the  thirty-day  period. 

3218.  The  supervisor  shall  determine  and  designate  what  wells  are  prospect 
wells,  and  reports  shall  not  be  required  from  stich  prospect  wells  until  six 
months  after  their  completion. 

3219.  Any  per.son  engaged  in  operating  any  oil  or  gas  well  wherein  high- 
pressure  gas  is  known  to  exist,  and  any  person  drilling  for  oil  or  gas  in  any 
liistrict  where  the  pressure  of  oil  or  gas  is  unknown,  shall  equip  the  well  with 
(•asings  of  snfiicient  strength,  and  witli  such  other  safety  devices  as  may  be 
necessary,  in  accordance  with  methods  approved  by  the  supervisor,  and  shaU 
use  every  effort  and  endeavor  effectually  to  prevent  blowouts,  explosions, 
and  fires. 

3220.  The  owner  or  operator  of  any  well  on  lands  producing  or  reasonably 
pre.snmed  to  contain  oil  or  gas  shall  properly  case  it  with  water-tight  and 
adequate  metal  casing,  in  accordance  with  methods  approved  by  the  supervisor 
or  the  district  deputy,  and  shall,  under  his  direction,  shut  off  all  water  overlying 
and  underlying  oil-befiring  or  gas-be:iring  strata  and  prevent  any  water  from 
penetrating  such  strata.  The  owner  or  operator  shall  aLso  u.se  every  effort 
and  endeavor  to  shut  out  detrimental  substances  from  strata  containing  water 
suitable  for  iri-igation  or  domestic  purposes  and  from  surface  water  suitable 
for  such  purposes,  and  to  prevent  the  infiltration  of  detrimental  substances  into 
such  strata  and  into  such  surface  water. 

3221.  Whenever  it  appears  to  the  supervisor  that  water  from  any  well  is 
penetrating  oil-bearing  or  gns-bearing  strata  or  that  detrimental  substances 
are  infiltrating  into  underground  or  surface  water  suitable  for  irrigation  or 
domestic  purposes,  he  may  order  a  .shut-off  test  and  designate  a  day  upon  which 
the  test  shall  be  held.  The  order  shall  be  hi  writing  and  served  upon  the  owner 
or  opei-ator  of  the  well  at  least  ten  days  prior  to  the  day  designated  for  the  test. 
Upon  reecipt  of  the  order  the  owner  or  operator  shall  hold  the  test  in  the 
manner  and  at  the  time  prescribed. 

3222.  The  owner  or  operator  of  any  well  shall  test  the  shut-off  of  water  by 
any  casing  which  has  been  cemented  or  landed  in  a  str.-itum  o^ eilying  an  oil-  or 
gas-bearing  stratum,  with  not  more  than  five  feet  of  hole  open  below  the  bottom 
of  the  casing.  The  owner  or  operator  shall  notify  the  district  deputy  of  the 
rime  at  which  he  will  test  the  shut-off  of  water  in  the  well.  Tlie  notice  shall 
be  given  at  least  five  days  before  the  test. 

3223.  The  district  deputy  or  an  inspector  designated  by  the  supervisor  sliall 
lie  present  at  the  test,  and  shall  make  a  report  in  writing  of  the  result  to 
the  supervisor.     A  duplicate  of  the  report  shall  be  delivered  to  the  owner. 


g46  PETROLEUM  INVESTKiATlON 

If  any  to.st  is  inisatsifactory  to  the  supervisor,  he  shall  so  notify  the  owner 
or  operator  and  shall  within  five  days  after  the  eompletion  of  the  test  order 
additional  tests  of  such  work  as  he  deems  necessary  properly  to  shut  off  the 
water  in  the  well.  In  the  order  the  supervisor  shall  designate  a  day  upon 
which  the  owner  or  operator  shall  again  test  the  shut-off  of  water,  which  day 
may,  upon  the  application  of  the  owner  or  oiierator,  he  changed  fi-oni  time  to 
time  in  the  discretion  of  the  district  deputy. 

8224.  The  supervisor  shall  order  such  tests  or  remedial  work  as  in  his  judg- 
ment are  necessary  to  protect  oil  aud  gas  deposits  from  damage  hy  underground 
w^ater,  or  to  prevent  the  escape  of  water  into  underground  formations,  or  to 
prevent  the  infiltration  of  detrimental  substances  into  underground  or  surface 
water  suitable  for  irrigation  or  domestic  purposes,  to  the  best  iuterests  of  the 
neighboring  property  owners  and  the  public.  The  order  shall  be  in  writing, 
signed  by  the  supervisor.  It  shall  be  served  upon  the  owner  of  the  well,  or  his 
local  agent,  either  personally  or  by  mailing  a  copy  of  the  order  to  the  post-oflSce 
address  given  at  the  time  tlie  local  agent  is  designated.  If  no  local  agent  has 
been  designated,  the  order  shall  be  served  by  mailing  a  copy  to  the  last  known 
post-office  address  of  the  owner,  or  if  tlie  owner  is  unknown,  by  posting  a  copy 
in  a  conspicuous  place  upon  the  property,  aud  publishing  it  once  a  week  for 
two  successive  weeks  in  some  newspaper  of  general  circulation  throughout  the 
county  in  which  the  well  is  located.  The  order  shall  specify  the  conditions 
sought  to  be  remedied  and  the  work  necessary  to  pi'otect  .such  deposits  from 
damage  from  underground  water. 

o225.  Whenever  the  supervisor  or  a  district  deputy  makes  or  gives  any 
written  direction  concerning  the  drilling,  testing,  or  other  operations  in  any 
well  drilled,  in  process  of  drilling,  or  being  abandoned,  and  the  operator,  owner, 
or  representative  of  either,  serves  written  notice,  either  personally  or  by  mail, 
addressed  to  the  supervisor,  or  to  the  district  deputy  nt  his  office  in  the  district, 
requesting  tliat  a  definite  order  be  made  upon  such  subject,  the  supervisor  or 
the  district  deputy  shall,  within  five  days  after  receipt  of  the  notice,  deliver  a 
final  written  order  on  the  subject  matter  in  such  manner  and  form  that  an 
appeal  therefrom  may  be  taken  at  once  to  the  board  of  oil  and  gas  commissioners 
of  the  district. 

3226.  Within  thirty  days  after  service  of  an  order,  pursuant  to  sections  3224 
and  3225,  or  if  there  lias  been  an  appeal  from  the  order  to  the  board  of  district 
commissioners,  within  thirty  days  after  service  of  the  decision  of  the  board,  or 
if  a  review  has  been  taken  of  the  order  of  the  board'  of  district  commissioners, 
within  ten  days  after  affirmance  of  the  order,  the  owner  shall  commence  in  good 
faith  the  work  ordered  and  continue  it  until  completion.  If  the  work  has  not 
been  commenced  and  continued  to  completion,  the  supervisor  shall  appoint 
necessary  agents  who  shall  enter  the  premises  and  perform  the  work.  An 
accurate  account  of  the  expenditures  shall  be  kept,  and  the  amounts  shall  be 
paid  from  the  petroleum  and  gas  fund  upon  the  warrant  of  the  State  Controller. 
Any  amount  so  expended  shall  constitute  a  lien  against  the  property  upon  which 
the  work  is  done. 

3227.  Every  person  producing  oil  or  gas  in  the  state  shall  file  with  the  super- 
visor, on  or  before  the  tenth  day  of  each  montli,  for  the  last  preceding  calendar 
month,  a  statement,  in  such  form  as  the  supervisor  may  designate,  showing: 

(a)  The  amount  of  oil  and  gas  produced  from  each  well  during  the  period 
indicated,  together  with  the  gravity  of  the  oil,  the  amourit  of  water  produced 
from  each  well,  estimated  in  accordance  with  methods  approved  l\v  the  super- 
visor, and  the  number  of  days  during  which  fluid  vras  produced  from  each  well. 

(b)  The  number  of  wells  drilling,  producing,  or  idle,  owned  or  operated  by 
such  person. 

(c)  What  disposition  was  made  of  the  gas  produced  from  er.ch  well,  includ- 
ing the  names  of  persons,  if  any,  to  whom  the  gas  was  delivered,  and  such  other 
information  regarding  the  gas  and  the  disposition  thereof  as  the  supervisor  may 
require. 

Upon  request  and  satisfactory  showing,  a  longer  interval  may  be  fixed  by  the 
supervisor  for  such  reports  in  the  case  of  any  specific  owner  or  operator. 

3228.  Before  abandoning  any  well  in  accordance  with  methods  approved  by 
the  supervisor  or  the  district  deputy,  and  under  his  direction,  the  owner  or 
operator  shall  shut  off  and  exclude  all  water  from  entering  oil-bearing  or  gas- 
bearing  strata  encountered  in  the  well,  and  shall  use  every  effoj-t  and  endeavor 
to  protect  any  underground  or  sttrface  water  suitable  for  irrigation  or  domestitc 
ptirposes  from  the  infiltration  or  addition  of  any  detrimental  substances. 
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r!220.  Before  any  work  is  coninieiiced  to  abandon  any  well,  the  owner  or 
operator  shall  jiivc  written  notice  to  the  supervisor  or  the  district  deputy  of  his 
intention  to  abandon  the  well  and  the  date  upon  which  the  work  of  abandon- 
ment will  befrin. 

The  notice  shall  be  yiven  at  least  five  days  before  tlie  proposed  abandonment, 
and  it  shall  show  the  condition  of  the  well,  and  the  proposed  method  of 
abandonment. 

The  owner  or  operator  shall  furnish  the  supervisor  or  the  district  deputy  any 
additional  information  that  he  may  lequest  regarding  the  condition  of  the  well 
and  the  propitsed  method  of  abandonment,  at  any  time  between  the  filing  of 
the  notice  of  intention  to  abandon  the  well  and  the  completion  of  abandonment. 

82;^0.  The  supervisor,  or  the  district  deputy,  shall,  before  the  proposed  date  of 
of  commencing  work  to  abandon  such  well,  furnish  to  the  owner  or  opei'ator 
either  : 

(a)   A  written  report  of  approval  of  the  proposal. 

(I))  A  written  report  stating  what  work  or  tests  will  be  neces.sary  before 
aijproval  of  abandonment  will  be  given. 

(c)  A  written  request  stating  what  infoi'mation  will  be  necessary  for  the 
owner  or  operator  t«»  furnish  the  supervisor  or  the  district  deputy  before  ap- 
proval to  commence  work  to  abandon  or  before  aiJproval  of  abandonment  will  be 
given. 

3231.  If  the  supervisor  or  the  district  deputy  fails  to  give  thei  owner  or 
operator  a  written  report  or  request  within  the  specified  time,  sucli  failure 
shall  be  considered  as  an  approval  of  the  proposal  to  abandon  the  well,  and 
the  proposal  shall,  for  the  purposes  and  intents  of  this  chapter,  be  deemed 
a  written  report  of  the  supervisor  or  the  district  deputy. 

3232.  AVithin  five  days  after  the  completion  of  abandonment  of  any  well, 
the  owner  or  ojjerator  of  the  well  shall  make,  in  such  form  as  the  supervisor 
ov  the  district  deputy  may  direct,  a  written  report,  in  duplicate,  of  all  work 
done  in  connection  with  the  abandonment.  The  supervi.sor  or  the  district 
deputy  shall,  within  ten  days  after  the  receipt  of  a  written  report  of  com- 
pletion, furnish  the  owner  or  operator  with  a  written  final  approval  of  aban- 
donment, or  a  written  disapproval  of  abbandonment,  setting  forth  the  conditions 
upon  which  the  disapproval  is  based. 

Failure  to  abandon  in  accordance  with  the  approved  method  of  abandonment, 
or  failure  to  notify  the  supervisor  or  the  district  deputy  to  witness  any  test 
provided  to  be  witnessed  by  the  supervisor,  the  district  deputy  or  his  inspector, 
in  the  approved  proposal,  or  failure  to  furnish  the  supervisor  or  the  district 
deputy,  at  his  request,  with  any  information  regarding  the  condition  of  the 
well,  shall  constitute  sufficient  grounds  for  disapproval  of  the  abandonment. 

3233.  No  person,  whether  as  principal,  agent,  servant,  employee,  or  other- 
wise, shall  remove  any  rig.  derrick,  or  other  operating  structure,  or  the  casing 
or  any  portion  thereof,  from  any  well  witliout  first  giving  written  notice  to 
the  supervisor  or  the  district  deputy  of  his  intention  to  remove  such  rig, 
derrick,  structure,  or  casing  from  such  well.  The  notice  shall  be  given  at  least 
five  days  before  the  proposed  remoA'al. 

The  supervi.sor  or  the  district  deputy  shall,  before  the  proposed  date  of 
removal,  furnish  the  person  with  a  written  report  of  approval  of  his  proposal, 
or  a  written  report  stating  what  work  shall  be  done  before  such  approval  will 
be  given. 

If  the  supervisoi-  or  the  district  deputy  fails  to  give  the  person  a  written 
report  wuthin  the  specified  time,  such  failure  shall  be  considered  an  approval 
of  the  proposal  to  remove  the  rig,  derrick,  structure,  or  casing,  and  such 
proposal  shall,  for  the  purposes  and  intents  of  this  chapter,  be  deemed  a 
written  report  of  the  supervisor  or  the  district  deputy. 

Within  five  days  aftei-  the  completion  of  the  removal,  the  person  shall  make, 
in  such  form  as  the  supervisor  or  district  deputy  may  direct,  a  written  report! 
in  duplicate,  of  all  work  done  in  coiuiection  with  such  removal. 

3234.  The  records  of  any  operator,  when  filed  with  the  district  deputy,  as 
provided  in  this  chapter,  shall  be  open  to  inspection  to  those  authorized  in 
writing  by  such  operators,  to  the  State  officers,  and  to  the  district  board  of 
oil  and  gas  conunissioners. 

Such  records  shall  in  no  case  other  than  those  expressly  provided  in  this 
chapter,  be  available  as  evidence  in  court  proceedings.  No  officer  or  employee 
or  member  of  any  district  board  of  commissioners  shall  be  allowed  to  give 
testimony  as  to  the  contents  of  such  records,  except  at  such  court  proceedings 
as  are  provided  in  this  chapter  for  the  review  of  a  decision  of  the  supervisor 
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or  a  district  board  of  commissioners,  or  iu  any  proceeding  initiated  for  ,tl»e 
enforcement  of  an  order  of  the  supervisor,  or  for  the  enforcement  of  a  lien 
created  by  this  chapter,  or  for  the  collection  of  an  assessment  levied  pursuant 
to  this  chapter,  or  in  criminal  proceedings  arising  out  of  such  records  or 
the  statements  upon  which  they  are  based. 

A  copy  of  any  document,  order,  requisition,  or  decision  made,  executed,  or 
issued  by  the  supervisor  or  the  district  deputy,  when  certified  by  the  super- 
visor or  the  district  deputy  to  be  a  true  copy  of  the  original,  shall  be  received 
in  evidence  in  any  proceeding  herein  provided,  in  like  manner  and  with  the 
same  effect  as  the  original. 

3285.  Upon  receipt  by  the  supervisor  or  by  a  district  deputy  of  a  written 
complaint,  specifically  "setting  forth  the  condition  complained  against,  signed 
by  a  person  owning  laud  or  operating  wells  within  a  radius  of  one  mile  of 
any  well  or  group  of  wells  complained  against;  or  upon  a  written  complaint 
specifically  setting  forth  the  condition  complained  against,  signed  by  any  one 
of  the  board  of  commissioners  for  the  district  iu  which  the  well  or  group 
of  wells  complained  against  is  situated,  the  supervisor  shall  make  an  investi- 
gation of  the  well  or  wells  and  make  a  written  report  and  order,  stating  the 
work  required  to  repair  the  damage  complained  of,  or  stating  that  no  work 
is  required. 

A  copy  of  the  order  shall  be  delivered  to  the  complainant,  or  if  more  than 
one,  to  each  complainant,  and,  if  the  supervisor  orders  the  damage  repaired, 
a  copy  of  the  order  shall  be  delivered  to  each  of  the  owners,  operators,  or 
agents  having  in  charge  the  well  or  wells  upon  which  the  work  is  to  be  done. 

The  order  shall  contain  a  statement  of  the  conditions  sought  to  be  remedied 
or  repaired  and  a  statement  of  the  work  required  by  the  supervisor  to  repair 
the  condition.  Service  shall  be  made  by  mailing  copies  to  such  persons  at  the 
post-office  address  given. 

3236.  Any  owner  or  operator,  or  employee  thereof,  who  refuses  to  permit  the 
supervisor  or  the  district  deputy,  or  his  inspector,  to  inspect  a  well,  or  who 
wilfully  hinders  or  delays  the  enforcement  of  the  provisions  of  this  chapter, 
and  every  person,  whether  as  principal,  agent,  servant,  employee,  or  otherwise, 
who  violates,  fails,  neglects,  or  refuses  to  comply  with  any  of  the  provisions 
of  this  chapter,  or  who  fails  or  neglects  or  refuses  to  furnish  any  report  or 
record  which  may  be  required  pursuant  to  the  provisions  of  this  chapter,  or 
who  wilfully  renders  a  false  or  fraudulent  report,  is  guilty  of  a  misdemeanor, 
punishable  by  a  fine  of  not  less  than  one  hundred  dollars,  nor  more  than  five 
hundred  dollars,  or  by  imprisonment  for  not  exceeding  six  months,  or  by  both 
such  fine  and  imprisonment,  for  each  such  offense. 

Article  5.   Unreasonable  Waste  of  Gas 

3300.  The  unreasonable  waste  of  natural  gas  by  the  act,  omission,  suffrage, 
or  Insistence  of  the  lessor,  lessee  or  operator  of  any  land  containing  oil  or 
gas.  Or  both,  whether  before  or  after  the  removal  of  gasoline  from  the  gas, 
is  opposed  to  the  public  interest  and  is  unlawful.  The  blowing,  release,  or 
escape  of  gas  into  the  air  shall  be  prima  facie  evidence  of  unreasonable  waste. 

3301.  Whenever  the  supervisor  finds  that  it  is  in  the  interest  of  the  pro- 
tection of  oil  or  gas  from  unreasonable  waste,  the  lessors,  lessees,  operators 
or  other  per.sons  owning  or  controlling  royalty  or  other  interests  in  the  separate 
properties  of  the  same  producing  or  prospective  oil  or  gas  field,  may.  with  the 
approval  of  the  supervisor,  enter  into  agi'eements  for  the  purpose  of  bringing 
about  the  cooperative  development  and  operation  of  all  or  a  part  or  parts 
of  the  field,  or  for  the  purpose  of  bringing  about  the  development  or  operation 
of  all  or  a  part  or  parts  of  such  field  as  a  unit,  or  for  the  purpose  of  fixing 
iht  time,  location,  and  manner  of  drilling  and  operating  of  wells  for  the 
production  of  oil  or  gas.  or  providing  for  the  return  of  gas  into  the  sub-surface 
of  the  earth  for  the  purpose  of  storage  or  the  repressuring  of  an  oil  or  gas 
field.  Any  such  agreement  shall  bind  the  successors  and  assigns  of  the  parties 
thereto  iii  the  land  affected  thereby  and  shall  be  enforceable  in  an  action 
for  specific  performance. 

3302.  Upon  complaint  being  made  to  the  director  by  any  per.son  operating 
in  any  oil  field  that  there  is  occurring  or  threatened  an  unreasonable  waste 
of  gas  in  any  field  or  fields,  and  when  a  petition  is  filed  with  the  director 
requesting  that  a  hearing  be  held  to  consider  whether  .such  waste  is  occurring 
or  threatened,  if  it  appears  to  the  director  that  there  is  probable  cau.se  for 
.such  complaint,  he  shall  ord^'r  the  supervisor  to  hold  such  a   hearing  and  to 
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tx  a  time  aud  place  therefor.  A  hearing  may  also  be  ordered  by  the  director 
on  the  application  of  the  supervisor. 

3303.  Notice  of  the  time  and  place  of  the  hearing  shall  be  given  by  publi- 
cation in  a  newspaper  printed  and  published  in  the  county  in  which  the  un- 
reasonable waste  of  gas  is  alleged  to  be  taking  place  or  to  be  threatened. 
The  notice  shall  specify  the  conunonly  accepted  name  or  a  general  description 
of  the  field  or  locality.  I'ultlication  shall  be  daily  for  five  days  prior  to  th^ 
time  of  the  hearing.  The  supervisor  shall  al.so  send  notice  l)y  mail  to  each 
lessor,  lessee,  or  operator  known  to  him  of  any  well  in  the  tield.  Failure 
to  send  such  written  notice  shall  not  affect  the  validity  of  the  proceeding. 

;i304.  The  place  of  hearing  shall  be  in  the  county  or  in  any  of  the  counties 
in  which  the  unreasonable  waste  of  gas  is  alleged  to  be  taking  place  or  to 
he  threatened. 

8305.  At  the  hearing  all  i)ersons  interested  are  entitled  to  be  heard  and 
may  present  testimony  either  oral  or  written.  All  witnesses  shall  be  sworn, 
and  a  trans<rip(  of  the  proceedings  shall  be  kept  by  a  stenographic  reporter. 
A!l  the  provisions  of  this  chapter  in  reference  to  the  subpoenaing  of  witnesses 
and  the  taking  of  depositions  are  applicable  to  the  hearing  before  the  supervisor. 

3308.  Upon  the  conclusion  of  the  heai-ing,  the  supervisor  shall  determine 
whether  or  not  there  is  an  unreasonable  waste  of  gas  in  the  field,  in  existepce 
or  threatened,  aud  shall  also  determine  the  extent  to  which  the  waste  of  ga^, 
occurring  or  threatened,  is  unreasonable. 

8307.  If  it  appears  that  gas  is  being  produced  from  any  oil  well  or  weUs 
in  quantities  exceeding  a  reasonable  proportion  to  the  amount  of  oil  pro- 
duced from  the  same  well  or  wells,  even  though  it  is  shown  that  such  excess 
gas  is  being  used  in  the  generation  of  light,  heat,  power,  or  any  other  indus- 
trial purpose,  and  if  it  appears  that  there  is  sufficient  other  gas  available  for 
*?nch  uses  from  other  wells  in  the  same  or  other  fields  in  which  the  gas  pro- 
duced is  not  in  excess  of  the  amount  which  bears  a  reasonable  proportion 
JO  the  amount  of  oil  produced  from  such  other  wells,  and  that  there  are  ade- 
«iuate  gase-pipe-line  connections  between  such  other  wells  and  the  place  of 
utilization  of  such  gas,  the  supervisor  shall  hold  that  such  excess  production 
of  gas  is  unreasonable  waste,  if  such  a  holding  will  not  cause  an  unreasonable 
waste  of  gas  in  any  other  field. 

3308.  If  tlie  waste  of  gas  is  found  to  be  unreasonable,  an  order  shall  be 
made  l)y  the  supervisor  directing  that  the  unreasonable  waste  of  gas  be  dis- 
continued or  refrained  from  to  the  extent  stated  in  the  order.  The  sale  or 
<lelivery  of  gas  to  another  by  a  lessor,  lessee,  or  operator  shall  be  no  defense, 
excuse,  or  reas(m  for  any  lessor,  lessee,  or  operator  disobeying  an  order 
of  the  supervisor  directing  the  discontinuance  or  curtailment  of  the  production 
t>f  the  well  or  wells  from  which  gas  is  being  produced  if  the  gas  is  being  un- 
reasonably wasted  by  the  buyer  or  by  the  person  to  whom  deliveries  are 
being  made. 

R80r>.  A  copy  of  the  supervisor's  order  shall  be  posted  in  a  conspicuous 
fdace  upon  the  property  affected,  and  the  order  shall  become  final  five  days 
Tifter  posting,  unless  it  is  appealed  from  as  provided  in   section  3350. 

8310.  When  the  decision  of  the  supervisor  that  there  is  an  unreasonable 
waste  of  gas  occurring  or  threatened  has  become  final,  a  certified  copy  thereof, 
or.  if  modified  by  the  order  of  the  board  of  district  commissioners,  then  a 
<-ertified  copy  of  the  order  as  modified,  .shall  be  filed  with  the  director.  The 
director,  unless  the  order  is  complied  with  voluntarily  shall  have  proceedings 
instituted  in  the  name  of  the  people  of  the  State  of  California  to  enjoin  the 
unreasonable  wa.ste  of  gas. 

Such  proceeding  shall  be  instituted  in  the  superior  court  of  the  county  in 
which  is  situated  the  propei'ty.  or  any  part  thereof,  where  the  wastage  is 
occurring  or  is  threatened.  Any  ninnber  of  defendants  may  be  joined  in  the 
same  proceeding,  although  their  properties  and  interests  may  be  severally 
owned  and  their  actual  or  threatened  unreasonable  wastage  of  gas  may  be 
separated  and  distinct,  if  the  actual  or  threatened  unreasonable  waste  by  all 
of  the  defendants  is  in  or  with  r(>ference  to  the  same  producing  or  prospective 
oil  or  gas  field. 

.3311.  In  such  suits  a  restraining  order  shall  not  be  issued  ex  parte,  and 
a  teinporary  or  permanent  injunction  issued  in  such  pi-oceedings  shall  not  be 
refused  or  dissolved  or  stayed  pending  appeal  upon  tlie  giving  of  any  bond 
or  undertaking  or  otherwise,  but  otherwise  the  procedure,  including  the  pro- 
cedure on  appeal,  shall  be  conformable  with  the  provisions  fif  Chapter  III  of 
Title  VII  of  Part  2  of  the  Code  of  Civil  Procedure. 
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In  sufh  inoceedings  the  fiiidiugs  of  the  supervisor,  unless  set  aside  or  modi- 
tied  by  tlie  board  of  district  conunissioiiers,  or  if  so  modified  then  except  to 
the  extent  so  modified,  shall  constitute  prima  facie  evidence  of  the  unreason- 
able wastage  of  gas  therein  found  to  be  occurring  or  threatened. 

3312.  Whenever  it  appears  to  the  director  that  the  owners,  lessors,  lessees, 
or  operators  of  any  well  or  wells  producing  oil  and  gas  or  oil  or  gas  are  causing 
or  permitting  an  unreasonable  waste  of  gas.  he  may  institute,  or  have  pro- 
ceedings instituted,  in  the  name  of  the  people  of  the  State  of  California,  to 
enjoin  the  unreasonable  waste  of  gas  regardless  of  whether  proceedings  have  or 
have  not  been  instituted  under  sections  3302  or  3305,  and  regardless  of  whether 
an  order  has  or  has  not  been  made  therein. 

Such  proceedings  shall  be  instituted  in  the  superior  court  of  the  county  in 
which  is  situated  the  well  or  wells,  or  any  thereof,  from  which  the  unreasonable 
waste  of  gas  is  occurring.  The  owners,  lessors,  lessees,  or  operators  causing 
or  permitting  an  unreasonable  waste  of  gas  in  the  same  oil  or  gas  field  may 
be  made  parties  to  the  action,  although  their  properties  and  interests  may  be 
separately  owned  and  their  unreasonable  waste  separate  and  distinct. 

3313.  In  such  suits  a  restraining  order  shall  not  be  issued  ex  parte,  and  a 
temporary  or  permanent  injunction  issued  in  such  proceedings  shall  not  be 
refused  or  dissolved  or  stayed  pending  appeal  upon  the  giving  of  any  bond 
or  undertaking  or  otherwise,  but  otherwise  the  procedure  shall  be  governed 
by  the  provisions  of  Chapter  III  of  Title  VII  of  Part  2  of  the  Code  of  Civil 
Procedure. 

Article  6.  Appeals  and  Reinew 

3350.  The  lessor,  lessee,  or  any  operator  or  any  well  owner,  or  the  owner  of 
any  rig,  derrick,  or  other  operating  structure,  or  his  local  agent,  shall  within 
five  days  from  the  date  of  the  service  of  any  order  from  the  supervisor  or  a 
district  deputy,  other  than  the  order  contemplated  by  section  3308,  either  comply 
with  the  order  or  file  with  the  supervisor  or  the  district  deputy  a  written  state- 
ment that  the  order  is  not  acceptable,  and  that  appeal  from  the  order  is  taken 
to  the  board  of  district  commissioners  of  the  district  under  the  provisions  of 
this  chapter. 

Any  lessor,  lessee,  or  operator  affected  by  an  order  made  pursuant  to  section 
3308  may,  within  five  days  from  the  posting  of  the  copy  of  the  order,  file  with 
the  supervisor  a  written  appeal  therefrom  to  the  board  of  district  commis- 
sioners of  the  district  under  the  provisions  of  this  chapter. 

Any  such  appeal  shall  operate  as  a  stay  of  any  order  issued  under  or  pur- 
suant to  the  provisions  of  this  chapter. 

3351.  Immediately  upon  filing  of  a  notice  of  appeal,  the  district  deputy,  as 
secretary  of  the  board  of  district  oil  and  gas  commissioners,  shall  call  a 
meeting  of  the  district  commissioners  to  hear  and  pass  upon  the  appeal. 

No  district  commissioner  is  disqualified  from  sitting  or  acting  in  any  appeal 
from  any  order  of  the  supervisor  involving  the  unreasonable  waste  of  gas 
by  reason  of  the  fact  that  he  is  an  employee  of  a  lessor,  lessee,  or  operator 
who  is  interested  in  the  oil  or  gas  field  affected  by  the  order. 

The  hearing  upon  the  appeal  before  the  district  board  shall  be  de  novo 
and  at  such  place  in  the  district  as  the  district  commissioners  may  designate. 

3852.  Within  ten  days  from  the  taking  of  the  appeal,  five  days'  notice  in 
writing  shall  be  given  to  the  appellant  of  the  time  and  place  of  the  hearing. 
For  good  cause,  the  district  board  may  postpone  the  hearing,  on  the  appli- 
cation of  the  appellant  or  the  supervisor,  or  the  district  deputy,  for  not 
exceeding  five  days. 

3353.  The  district  board,  after  hearing,  shall  affirm,  set  aside,  or  modify 
the  order  from  which  the  appeal  is  taken,  as  determined  by  a  majority  of 
the  whole  board. 

Within  ten  days  after  hearing  the  evidence,  the  board  of  district  com- 
missioners shall  make  a  written  decision  with  respect  to  the  order  appealed 
from.  The  decision  of  the  district  board  shall  forthwith  be  filed  with  the 
supervisor  and  upon  such  filing  shall  be  final.  In  ease  the  order  is  affirmed 
or  modified,  the  district  board  shall  retain  jurisdiction  until  such  time  as  the 
work  ordered  to  be  done  by  the  order  is  finally  completed. 

The  written  decisicm  shall  be  sei'ved  upon  the  owner  or  his  agent  and  shall 
supersede  the  previous  order  of  the  sui)ervisor.  In  case  no  written  decision 
is  made  by  the  board  of  district  conunissioners  within  thirty  days  after  the 
date  of  notice  of  hearing  as  provided  in  section  3352,  the  order  of  the  supervisor 
shall  be  effective  and  subject  only  to  review  by  writ  of  certiorari  from  the 
superior  court  as  provided  in  this  article. 
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3354.  The  decision  of  the  board  of  district  commissioners  may  be  reviewed  by 
writ  of  certiorari  from  tlie  superior  court  of  the  county  in  wliich  the  district  is 
situated,  if  taken  within  ten  days  after  the  service  of  the  decision  upon  the  owner, 
operator,  or  agent  of  the  owner  or  operator,  as  provided  in  section  3353 ;  or  within 
ten  days  after  decision  by  the  board  of  district  commissioners  uix)n  a  petition 
by  the  suijervisor.  Tlie  writ  sliall  be  made  icturnable  not  later  tlian  ten  days 
after  its  issuance,  and  it  shall  direct  the  l)oard  of  district  oil  and  gas  commis- 
sioners to  certify  their  record  in  the  caus(>  to  the  court.  On  the  return  day  the 
cause  shall  be  lieard  by  the  court  unless  for  good  cause  it  is  continued,  but  no 
continuanci'  shall  be  perniirted  for  a  longer  period  than  thirty  days. 

33.T).  No  new  or  additional  evidence  shall  be  introduced  in  the  court,  but  the 
cause  shall  be  heard  upon  the  record  of  the  board  of  district  oil  and  gas  commis- 
sioners. Tlie  review  shall  not  be  extended  further  than  to  determine  whether  or 
not: 

(a)  The  district  board  acted  without  or  in  excess  of  its  jurisdiction. 

(b)  The  order,  decision,  or  award  was  procured  by  fraud. 

(c)  The  order,  decision,  rule,  or  r(>gulation  is  unrea.sonable. 

(d)  The  order,  decision,  regulation,  or  award  is  clearly  unsupported  by  the 
evidence. 

3356.  If  a  review  is  not  taken  within  ten  days,  or  if  taken  in  case  the  decision 
of  the  district  board  is  afhinu'd,  tlic  lien  up(»ii  the  property  shall  be  enforced  in 
the  same  manner  as  are  other  liens  on  real  property,  and  shall  first  be  enforced 
against  the  owner  (»f  the  w»^ll.  against  the  operator,  and  against  the  personal  prop- 
erty and  fixtures  used  in  the  construction  or  operation  thereof,  and  then,  if  there 
is  any  deticiency,  against  the  land  upon  which  the  work  is  done.  Upon  the  recpiest 
of  the  supervisor,  the  State  ( 'ontroller  .shall  bring  an  action  for  the  enforcement  of 
the  lien  in  the  manner  provided  in  article  seven  of  this  chapter. 

3357.  In  any  iiroceeding  before  the  board  of  district  commissioners,  and  in  any 
proceeding  instituted  by  the  supervisor  for  the  purpose  of  enforcing  or  carrying 
out  the  provisions  of  this  chapter,  or  for  the  purpose  of  holding  an  investigation 
to  ascertain  the  condition  of  any  well  or  wells  complained  of,  or  which  in  the 
opinion  of  the  supervisor  may  reasonably  be  presumed  to  be  improperly  drilled, 
operated,  maintained,  or  conducted,  the  supervisor  and  the  chairman  of  the  board 
of  district  commissioners  shall  have  the  power  to  administer  oaths  and  may  apply 
to  a  judge  of  tlie  superior  court  of  the  county  in  which  the  procee<liiig  or  inves- 
tigation is  i>ending.  for  a  subpoena  for  witnesses  to  attend  the  proceeding  or 
investigation.  Upon  the  application  of  the  supervisor  or  the  chairman  of  the 
board  of  district  commissioners,  the  judge  of  the  superior  court  shall  issue  a 
subpoena  directing  the  witness  to  attend  the  proceeding  or  investigation;  except 
that  no  person  shall  be  required  to  attend  upon  such  proceeding,  either  with  or 
without  books,  papers,  doeuments,  or  accounts,  unless  he  resides  within  the  same 
county  or  within  thirty  miles  of  the  place  of  attendance.  The  supervisor  or  the 
chairman  of  the  board  of  district  commissioners  may  in  such  case  cause  the 
depositions  of  witnesses  residing  within  or  without  the  State  to  be  taken  in  the 
manner  prescribed  by  law  for  like  depositions  in  civil  actions  in  superior  courts 
of  this  State,  and  may.  upon  application  to  a  judge  of  the  superior  court  of  the 
county  within  which  the  proces'ding  or  investigation  is  pending,  obtain  a  sub- 
lioena  coniiK'lling  the  attendance  of  witnesses  and  the  production  of  books,  papers, 
and  documents  at  such  places  as  the  judge  may  designate  within  the  limits  pre- 
scribed in  this  section. 

33."8.  Witnesses  shall  be  entitled  to  receive  the  fees  and  mileage  fixed  by  law  in 
civil  causes,  payable  from  the  petroleum  and  gas  fund. 

3359.  In  case  of  the  failure  or  neglect  on  the  part  of  any  person  to  comply  with 
any  order  of  the  supervisor  or  chairman  of  the  board  of  district  commissioners, 
or  any  subpoena,  or  upon  the  refusal  of  any  witness  to  testify  to  any  matter 
regarding  which  he  may  lawfully  be  interrogated,  or  upon  refusal  or  neglect  to 
appear  and  attend  at  any  procee<ling  or  hearing  on  the  day  specified,  after  having 
received  a  written  notice  of  not  less  than  ten  days  prior  to  such  proceeding  or 
hearing,  or  upon  his  failure,  refusal,  or  neglect  to  produce  books,  papers,  or 
documents  as  demanded  in  the  order  or  subpoena  upon  such  day.  such  failure, 
refusal,  or  neglect  shall  constitute  a  misdemeanor.  Each  day's  further  failure, 
refusal,  or  neglect  is  a  separate  and  distinct  offense. 

The  district  attorney  of  the  county  in  which  the  proceeding,  hearing,  or  inves- 
tigation is  to  be  held  shall  prosecute  any  person  guilty  of  violating  this  section 
by  continuous  prosecution  until  the  person  appears  or  attend  or  produces  such 
books,  papers,  or  documents,  or  complies  with  the  subpoena  or  order  of  the 
supervisor  or  chairman  of  the  board  of  district  commissioners. 
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Article  7.  As.srKt<iiif<)it  and  ('(Meet ion  of  Vhtirfnx 

3400.  The  chnrfies  directed  to  1)p  levied  by  tliis  article  are  necessary  in  thv 
exercise  of  tli(>  police  power  of  the  State  and  to  provide  a  means  hy  which  to 
supervise  and  protect  deposits  of  oil  and  f?as  witliin  the  State,  in  which  doiX)sits 
the  people  of  the  State  liave  a  primary  and  supreme  interest. 

3401.  The  proceeds  of  charsies  levied,  assessed,  and  collected  pursuant  to  this 
article  upon  the  properties  of  every  person  operating  or  owning  any  interest  in  the- 
production  of  any  well  shall  be  used  exchisively  for  the  support  and  maintenance 
of  the  division  of  the  department  charged  with  the  supervision  of  oil  and  gas. 

3402.  There  shall  annually  be  imposed  upon  the  person  operating  each  oil  well 
in  this  State,  or  owning  royalty  or  other  interests  in  respect  to  the  production 
from  such  well,  a  charge  which  shall  be  payable  to  the  State  Treasurer  and 
which  shall  be  computed  at  a  uniform  rate  per  bari-el  of  oil  produced  from  such 
well  for  the  preceding  calendar  year.  The  charge  shall  be  apportioned  among 
all  of  such  persons  in  fractional  amounts  pioportionate  to  their  respective  frac- 
tional interests  in  respect  to  the  production  of  such  well,  but  the  whole  of  .such' 
charge  shall  be  pa.vable  b,v  the  operator,  who  shall  withhold  their  respective 
proi>ortiouate  shares  of  such  charge  from  the  amoimts  otherwise  payable  or 
deliverable  to  such  owners  of  royalty  or  other  interests. 

340{^.  There  shall  annually  be  imposed  upon  the  person  opei'ating  each  gas  well 
in  this  State,  or  owning  royalty  or  other  interests  in  respect  to  the  production 
from  such  well,  a  charge  which  shall  be  payable  to  the  State  Treasurer  based 
upon  the  amount  of  gas  sold  in  the  preceding  calendar  ,vear,  and  which  shall  be 
computed  at  a  uniform  rate  per  thousand  cubic  feet.  The  charge  sliall  be  appor- 
tioned among  all  of  such  persons  in  fractional  amounts  proportionate  to  their 
respective  fractional  interests  in  respect  to  the  production  of  such  well,  but  the 
whole  of  such  charge  shall  be  payable  by  the  opei-ator,  who  shall  withhold  their 
respective  proportionate  shares  of  such  charge  from)  the  amounts  otherwise  pay- 
able or  deliverable  to  such  owners  of  royalty  or  other  interests. 

3404.  The  charges  authorized  by  this  article  are  in  addition  to  any  and  all' 
charges,  taxes,  assessments,  or  licenses  of  any  kind  or  nature  paid  by  or  upon 
the  properties  assessed  hereunder. 

;M(>5.  The  department  shall  prescribe  the  form  and  contents  of  all  reports  for 
making  the  charge  or  for  other  purposes  to  carry  (mt  the  intent  and  provislon.s 
of  this  article,  which  foi-m  shall  be  mailed  in  duplicate  to  the  person  assessed" 
under  this  article. 

341  !i.  Every  perison  chargeable  under  this  article  shall,  within  ten  days  after 
the  tirst  Monday  in  March  of  each  year,  file  a  report  with  the  department.  The 
report  shall  show  all  items  of  infoimation  demanded  by  the  report  which  are 
necessary  to  carry  out  this  article.  The  report  shall  be  verified  by  such  person 
or  officer  as  the  department  may  designate. 

3407.  The  department  may,  for  good  cause  shown,  by  order  entered  upon  its 
records,  extend  for  not  exceeding  thirty  days,  the  time  for  filing  any  report 
required  b.y  this  article. 

3408.  If  any  person  chargeable  under  this  article  fails  or  refuses  to  file  with 
the  department,  within  the  time  prescribed  in  this  article,  the  verified  report 
provided  for  in  section  3406,  the  department  shall  note  his  failure  or  refusal  in: 
the  record  of  assessments  provided  for  in  section  3418. 

The  department  shall  nvake  an  estimate  of  the  oil  or  gas  production  to  be 
assessed  to  any  such  person  and  shall  assess  him  upon  the  amount  thus  estimated 
and  compute  the  charge  thereon.  This  assessment  and  charge  shall  be  the 
assessment  and  charge  for  that  year. 

3409.  If  in  the  succeeding  year  any  such  person  again  fails  or  refuses  to  furnish 
the  verified  report  re(iuired  by  this  article,  the  department  shall  make  an  estimate 
as  provided  in  section  340S.  which  estimate  shall  not  be  less  than  twice  thie 
amount  of  the  estimate  made  hy  it  for  the  previous  year,  and  shall  note  his  failure 
or  refusal  as  provided  in  section  340S.  The  estimate  so  made  shall  be  the  assess- 
ment and  charge  for  that  year. 

In  case  of  each  succeeding  consecutive  failure  or  icfusal  the  department  shall 
follow  the  same  procedure  until  a  true  statement  or  report  is  furnished. 

3410.  The  departnvent  shall,  on  or  before  the  fii-st  Monday  in  March  in  each 
year,  acting  in  conjunction  with  the  Department  of  Finance,  make  an  estimate 
of  the  amount  of  money  which  will  be  refiuiied  to  carry  out  the  provisions  of  this 
chapter. 

3411.  At  the  time  of  making  the  estimate  the  department  shall  report  to  the 
Deiiartment  of  Finance  the  amount  of  money  in  the  petroleum  and  gas  fund  ou 
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the  (lav  the  estimate  is  macle.  less  the  amount  of  money  necessary  for  the  support 
of  the  Division  of  Oil  and  Gas  for  the  remainder  of  the  fiscal  year.  The  amount 
of  the  estimate  shall  not  exceed  the  dilference  between  the  am'ount  estimated  tO' 
remain  in  the  petroleum  and  gas  fund  at  the  end  of  the  fiscal  year  and  the  sum 
of  two  hundred  seventy-five  thousand  dollars. 

8412.  On  or  before  the  third  Monday  before  the  first  Monday  in  July  of  each 
year  the  department  shall  determine  the  rate  or  rates  which  will  produce  the 
sums  necessary  to  be  raised  as  provided  in  sections  3410  and  3411.  Within  the 
same  time  the  department  shall  extend  into  the  proper  column  of  the  record  of 
assessments  the  amount  of  charjit's  due  from  each  person. 

341 :{.  Between  the  first  Moiuhiy  in  March  and  the  third  Monday  before  the 
first.  Monday  in  July  in  each  year  the  department  shall  assess  and  levy  the 
charges  as  provided  in  this  article.  The  assessment  shall  be  made  against  the 
person  operating  the  property  subject  to  assessment  on  the  first  Monday  in  March, 
except  that  where  the  actual  operation  of  any  well  has  changed  hands  during 
the  period  for  which  the  charge  is  imposed,  the  charge  shall  be  apportioned  to 
each  operator  upon  the  basis  of  the  oil  or  gas  produced  during  the  period,  and  the 
lien  provided  for  in  section  3423  shall  be  a  lien  against  the  property  of  ea('h 
operator.  If  the  name  of  the  owner  is  unknown  to  the  dei>artment,  the  assess- 
ment shall  be  made  against  unknown  owners. 

Clerical  errors  occurring  or  appearing  in  the  name  of  any  person  whose  prop- 
erty is  properly  assessed  and  charged,  or  in  the  making  or  extension  of  any 
assessment  or  charge  upon  the  records,  which  do  not  affect  the  substantial  rights 
of  the  payei-,  shall  not  invalidate  the  as.sessment  or  charge. 

3414.  The  Director  of  Natural  Resources,  the  Director  of  Finance,  and  the 
chairman  of  the  State  Board  of  Equalization  shall  constitute  a  board  of  review, 
correction,  and  equalization,  and  shall  have  all  the  powers  and  perform  such 
<luties  as  usually  devolve  upon  a  county  board  of  equalization  under  the  provi- 
sions of  section  3672  of  the  Political  Oide. 

The  Director  of  Natural  Resources  shall  act  as  secretary  of  the  board,  and 
keep  accurate  minutes  of  its  proceedings. 

The  board  of  review,  collection,  and  equalization  shall  meet  at  the  State 
Capitol  on  tlie  third  Monday  before  the  first  Monday  in  July  of  each  year,  and 
remain  in  session  from  day  to  day  until  the  first  Monday  in  July  for  the  purpose 
of  carrying  out  the  provisions  of  this  article. 

34ir».  The  board  may,  at  any  time  before  the  first  Monday  in  July,  correct 
the  record  of  assessments  and  may  increase  or  decrease  any  assessment  or 
charge,  if  in  its  judgment  the  evidence  warrants  such  action. 

341(i.  On  tlie  third  Monday  before  the  first  Monday  in  July  of  each  year  the 
department  shall  cause  a  notice  to  be  published  one  or  more  times  in  a  daily  or 
weekly  or  semiweekly  newspaper  of  general  circulation  published  in  the  counties 
f)f  Fresno,  Kern,  Los  Angeles,  Orange,  Ventura,  and  Santa  Barbara,  and  in 
any  other  counties  which  produce  oil  or  gas  charged  pursuant  to  this  article, 
if  one  is  published  therein,  otherwise  in  a  newsijaper  of  general  circulation 
published  in  an  adjoining  county. 

3417.  The  notice  .shall  state: 

(a)  That  the  assessment  of  property  and  levy  of  charges  under  this  article 
has  been  completed. 

(b)  That  tlie  records  of  assessments  containing  the  charges  due  will  be 
delivered  to  the  State  Controller  on  the  first  Monday  in  July. 

(c)  That  if  any  person  is  dissatisfied  with  the  assessment  made  or  charge 
fixed  by  the  department  he  may,  at  any  time  before  the  first  Monday  in  July, 
apply  to  the  board  of  review,  correction,  and  equalization  to  have  the  assess- 
ment or  charge  corrected  in  any  particular. 

Costs  of  publication  shall  be  paid  from  the  petroleum  and  gas  fund.  The 
omission  to  publish  notice  shall  not  affect  the  validity  of  any  assessment  levied 
pursuant  to  this  article. 

3418.  The  department  shall  prepare  each  year  a  record,  called  the  "Record  of 
assessments  and  charges  for  the  petroleum  and  gas  fund,"  in  which  shall  be 
entered  each  assessment  and  levy  or  cliarge  made  by  it  upon  the  property 
assessed  and  charged  under  this  article,  describing  the  property  assessed.  The 
assessments  may  be  classified  and  entered  in  such  separate  parts  of  the  record 
as  the  department  may  prescribe. 

3419.  On  the  first  Monday  in  July  the  department  shall  deliver  to  the  Stale 
Controller  the  record  of  assessments  and  charges  for  the  petroleum  and  gas  fund, 
certified  to  by  the  director,  which  certificate  shall  be  substantially  as  follows : 
"I, ,  Director  of  Natural  Resources,  do  hereby  certify  that  between   the- 
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first  Monday  in  March  and  the  first  Monday  in  July.  19 — ,  I  made  diligent  in- 
(luiry  and  examination  to  ascertain  all  property  and  persons,  firms,  corpora- 
tions and  associations  subject  to  iissessmeut  for  the  purpose  of  the  petroleum 
^md  gas  fund  as  required  by  Mie  provisions  of  Chapter  1  of  Division  III  of  the 
Public  Resources  Code,  providing  for  the  assessment  and  collection  of  charges 
lor  the  petroleum  and  gas  fund;  that  I  have  faithfully  complied  with  all  the 
duties  imposed  upon  me  by  law;  that  I  have  not  imposed  any  unjust  or  double 
assessment  through  malice  or  ill  will  or  otherwise;  nor  allowed  any  person, 
firm,  corporation,  or  association,  or  property  to  escape  a  just  assessment  or 
charge  through  favor  or  regard  or  otherwise."  Failure  to  subscribe  tlie  certifi- 
cate to  the  record  of  assessments  and  charges  for  the  i^etroleum  and  gas  fund, 
or  any  certificate,  shall  not  affect  the  validity  of  any  assessment  or  charge. 

3420.  The  charges  levied  and  assessed  under  this  article  are  due  and  payable 
on  the  first  Monday  in  July  in  each  year.  One-half  thereof  shall  be  delinquent 
At  six  o'clock  p.  m.,  on  the  sixth  Monday  after  the  first  Monday  in  July,  aud, 
unless  paid  prior  thereto,  fifteen  percent  shall  be  added  to  the  amount  thereof. 
Unless  paid  prior  to  six  o'clock  p.  m.,  on  the  first  Monday  in  February  next 
thereafter,  an  additional  five  percent  shall  be  added  to  the  amount  thereof. 

The  remaining  one-half  of  the  charges  shall  be  delinquent  at  six  o'clock  p.  m,. 
on  the  first  Monday  in  February  next  succeeding  the  day  upon  which  they 
became  due  and  payable.  If  not  paid  prior  thereto,  five  percent  shall  he  added 
to  the  amount  thereof. 

3421.  Within  ten  days  after  the  receipt  of  the  record  of  assessments  and 
charges  for  the  petroleum  and  gas  fund,  the  Controller  .shall  begin  publication 
of  a  notice  to  appear  daily  for  five  days  in  one  daily  newspajjer  of  general 
circulation  publisbed  in  each  of  the  counties  of  Fresiux  Kern.  Los  Angeles, 
Orange,  Ventura,  and  Santa  Barbara,  aud  any  otlier  counties  which  produce 
oil  or  gas  charged  pursuant  to  this  article,  if  one  is  published  therein,  otherwi.<e 
for  at  least  two  times  in  a  weekly  or  semiweekly  paper  of  general  circulation 
published  therein.  If  there  is  neither  a  daily  nor  weekly  nor  semiweekly  paijer 
of  general  circulation  published  in  any  one  of  such  counties,  rhe  publication  of 
the  notice  for  that  ccMmty  shall  be  made  in  a  similar  manner  in  a  newspaper 
of  general  circulation  published  in  an  adjoining  county. 

3422.  The  Comptroller's  notice  shall  state; 

(a)  That  the  Controller  has  received  from  the  department  the  record  of  a.s- 
ses.sments  and  charges  for  the  petroleum  and  gas  fund. 

(b)  That  the  charges  therein  asses.^ed  and  levied  are  due  and  payable  on  the 
first  Monday  in  July. 

(c)  That  one-half  thereof  will  be  delintpient  at  six  o'clock  p.  m..  on  the  sixth 
Monday  after  the  first  Monday  in  July,  and  unless  paid  to  the  State  Treasurer 
prior  thereto,  fifteen  percent  will  be  added  to  the  amount  thereof,  and  unless 
paid  prior  to  six  o'clock  p.  m.,  on  the  first  Monday  in  Fel>ruary  next  thereafter 
an  additional  five  percent  will  be  added  to  the  amount  thereof. 

(d)  That  the  remaining  one-half  of  the  charges  will  become  delinquent  at  six 
o'clock  p.  m.,  on  the  first  Monday  in  February  next  succeeding  the  day  upon 
which  they  become  due  and  payable,  and  if  not  paid  to  the  State  Treasurer  prior 
thereto,  five  percent  will  be  added  to  the  amount  thereof. 

Costs  of  publication  shall  be  paid  from  the  petroleum  and  gas  fund. 

3423.  The  assessments  and  charges  levied  under  this  article  are  a  lien  up(in 
all  the  property  of  every  kind  and  nature  belonging  to  the  persons  assessed.  The 
assessments  and  charges  levied  upon  oil  or  gas  removed  from  any  land  in  this 
State  are  a  lien  upon  the  land  from  which  the  oil  or  gas  has  been  extracted. 
The  lien  .shall  attach  on  the  first  Monday  in  March  of  each  year.  The  lien  shall 
be  enforced  and  the  charges  collected  by  an  action  by  the  State  Controller  as 
provided  by  this  article. 

3424.  All  charges  assessed  and  levied  shall  be  paid  to  the  State  Treasurer  upon 
the  order  of  the  Controller.  The  Controller  shall  mark  the  date  of  payment  of ' 
any  charge  on  the  record  of  assessments  for  the  petroleum  and  gas  fund  and  shall 
give  a  receipt  for  the  payment. 

3425.  Errors  appearing  upon  the  face  of  any  assessment  on  the  recoi'd  of  assess- 
ments, or  overcharges  may  be  corrected  by  the  Controller,  with  the  consent  of  the 
Department  of  Finance,  in  such  manner  as  the  Controller  and  the  Department 
of  Finance  agree  upon. 

3426.  The  Controller  shall,  on  or  before  the  thirtieth  day  of  May  next  following 
the  delinquency  of  any  charge,  bring  an  action  in  the  mime  of  the  people  of  tba 
State,  in  the  county  in  which  the  property  assessed  is  situated,  to  collect  any 
delinquent  charges  or  assessments,  together  with  any  penalties  or  costs,  which 
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have  not  been  paid  and   which  are  shown  as  delinquent   upon   the   record  of 
assessments  and  charges  for  the  petroleum  and  gas  fund. 

3427.  The  Attorney  General,  as  iirovided  in  section  3102,  shall  connnence  and 
])ro.^ecute  any  such  action  to  final  jiKljiniciit. 

3428.  In  such  actions  the  record  cf  assessment  and  charges  for  the  petroleum 
and  gas  fund,  or  a  copy  of  so  nnich  thereof  as  is  applicable,  duly  certified  by  the 
Controller,  showing  unpaid  charges  against  any  pei'son  ass(\sscd  by  the  deiyartment, 
is  prima  facie  evidence  of  the  assessment,  the  dcliuiiuency,  the  amount  of 
charges,  penalties,  and  costs  due  and  unpaid,  that  the  person  is  indebted  to  the 
lieople  of  the  State  of  California  in  the  amount  of  charges  and  penalties  therein 
appearing  unpaid,  and  that  all  forms  of  law  in  relation  to  the  assessment  of  the 
charges  have  been  complied  with. 

The  prctvisions  of  the  Code  of  Civil  Procedure  relating  to  service  of  sum- 
mons, pleadings,  proofs,  trials,  and  appeals  are  applicable  to  the  proceedings. 

3420.  Payment  of  the  penalties  and  charges,  or  the  amount  of  the  judgment 
recovered  in  the  action,  shall  be  made  to  the  State  Treasurer. 

'MHO.  Any  person  claiming  and  protesting  that  the  assessment  made  or  charges 
assessed  against  him  ai'e  void,  in  whole  or  in  part,  may  bring  an  action  against 
the  State  Treasurer  for  the  recovery  of  the  whole  or  any  part  of  the  charges, 
penalties,  or  costs  paid  on  such  assessment,  upon  the  groimds  stated  in  his  pro- 
test. No  action  may  be  brought  later  than  the  third  Monday  in  February  next 
following  the  day  Tipon  which  the  charges  were  due.  and  unless  the  person  has 
filed  with  the  State  Coutroller,  at  the  time  of  payment  of  the  charges,  a  written 
protest  stating  whether  the  whole  assessment  or  charge  is  claimed  to  be  void,  or 
if  a  part  only,  what  part,  and  the  grounds  upon  which  the  claim  is  founded. 
AVhen  so  paid  under  protest  the  payment  shall  not  be  regarded  as  voluntary. 

3431.  Whenever  an  action  is  commenced  under  the  provisions  of  section  3430, 
a  copy  of  the  complaint  and  of  the  summons  shall  be  served  upon  the  treasurer, 
f)r  his  deputy.  At  the  time  the  treasurer  demurs  or  answers,  he  may  demand 
that  the  action  be  tried  in  the  superior  court  of  the  county  of  Sacramento,  which 
demand  shall  be  granted. 

3432.  The  Attorney  General,  as  provided  in  .«e«tion  3102,  shall  defend  the 
action. 

The  provisions  of  the  Cotle  of  Civil  Procedure  relating  to  pleadings,  proofs, 
trials,  and  appeals  ai'e  applicable  to  these  proceedings. 

34.33.  Failure  to  begin  the  action  within  the  time  specified  in  section  3430 
is  a  bar  to  recovery  of  the  charges.  In  any  such  action  the  court  may  render 
judgment  for  the  plaintiff  for  any  part  or  portion  of  the  charge,  penalties,  or 
costs  found  to  be  void  and  paid  by  jilaintiff  upon  the  assessment. 

CHAPTER    2.    WASTING   OF    NATOTIAL  GAS 

3500.  All  persons,  firms,  corporations,  and  associations  are  prohibited  from 
wilfully  permitting  natural  gas  wastefuUy  to  escai^e  into  the  atmosphere. 

3501.  Any  person,  firm,  corporation,  or  association  who  digs,  drills,  excavates, 
constructs,  or  owns,  or  controls  a  well  from  which  natural  gas  flows  shall,  upon 
the  abandonment  of  the  well,  cap  or  otherwise  close  the  mouth  of  or  entrance 
to  the  well  in  such  a  manner  as  to  prevent  the  unnecessary  or  wasteful  escai)e 
of  natural  gas  into  the  atmosphere. 

No  person,  firm,  corporation,  or  association  who  owns  or  controls  land  in 
which  such  a  well  is  situated  shall  willfully  permit  natural  gas  flowing  from  the 
vrell  wastefully  or  unnecessarily  to  escape  into  the  atmosphere. 

3502.  Any  i^erson.  firm,  corporation,  or  association  who  wilfully  violates  any 
of  the  provisions  of  this  chapter  is  guilty  of  a  misdemeanor,  punishable  by  a 
fine  of  not  moi'e  than  one  thousand  dollars  or  by  imprisonment  in  the  county 
jail  for  not  more  than  one  year,  or  by  both  such  fine  and  imprisonment. 

3503.  Each  day  during  which  natural  gas  is  wilfully  allowed  wastefully  or 
unnecessarily  to  escape  into  the  atmo.sphei'e  is  a  separate  and  distinct  violation 
of  this  chapter. 

CHAPTER    .",.    SPACING    OF    WELLS 

3600.  Except  as  otherwise  provided  in  this  chapter,  any  well  hereafter  drilled 
for  oil  or  gas,  or  hereafter  drilled  and  permitted  to  produce  oil  or  gas,  which 
is  located  within  one  hundred  feet  of  an  outer  boundary  of  the  parcel  of  land 
on  which  the  well  is  situared.  or  within  one  hundred  feet  of  a  i)ublic  streer 
or  road  or  highway  dedicated  ))rior  to  the  commencement  of  drilling  of  the 
well,  or  within  one  hundred  and  fifty  feet  of  either  a  well  being  drilled  or  a  well 
theretofore  drilled  which  is  producing  oil  or  gas  or  a  well  which  has  been  drilled 
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uud  is  uot  prodiK-ijig  hut  wliich  is  capable  of  prcKlucing  nil  or  gas,  is  a  public 
miisance. 

.■>6()1.  Where  sevei-al  eoutiguoxis  parcels  of  land  in  one  or  different  ownershiiw 
are  operated  as  a  single  oil  or  gas  lease  or  opei'ating  unit,  the  term  "outer 
boundary  line"  means  the  outer  boundary  line  of  the  lands  included  in  the 
lease  or  unit.  In  determining  the  contiguity  of  any  such  parcels  of  land,  no 
street,  road  or  alley  lying  within  the  lease  or  unit  shall  be  deemed  to  interrupt 
such  contiguity. 

8(J(i2.  Where  a  parcel  <tf  land  contains  one  acre  or  more,  but  is  less  than  two 
hundred  fifty  feet  in  width,  there  may  be  drilled  on  the  parcel  of  land  not  more 
tlian  one  well  to  each  acre  of  the  area  if  the  well  is  so  placed  as  to  be  as  far 
from  the  lateral  boundary  lines  of  the  parcel  of  land  as  the  contignration  of  the 
surface  and  the  existing  improvements  thereon  will  pei'mit. 

3603.  For  the  purposes  of  tliis  chapter,  an  alley  whicli  intersects  or  lies 
within  any  block  or  other  subdivision  unit  is  not  a  public  street  or  road. 

.j604.  Each  day  in  which  the  drilling  of  any  well  is  carried  on,  or  on  which 
it  is  permitted  to  produce  oil  or  gas  in  violation  of  this  chapter  is  a  separate 
nuisance. 

3605.  The  provisions  of  this  chapter  do  uot  apply  to  any  field  i)roducing  oil  or 
gas  on  August  14.  1931. 

VI.   CONCLUSIONS   AND   SUMMARY 

1.  Unutilized  or  blown  gas  for  total  California  has  been  reduced  from  39.5 
percent  in  1930  to  about  7.3  percent  average  for  the  years  1935  to  1939,  inclusive. 
This  is  a  marked  accomplishment. 

2.  The  very  important  fields  of  Kettleman  North  Dome,  North  Belridge,  and 
Ventura  Avenue  produce  approximately  50  percent  of  the  State's  gas. 

Kettleman  has  reduced  its  unutilized  gas  from  39.34  percent  in  1930  to  1.41 
percent  in  1939. 

North  Belridge  reduced  its  unutilized  gas  from  78.5  percent  in  1930  to  3.7  per- 
cent in  1939. 

Ventura  Avenue  reduced  its  unutilized  gas  from  20.4  percent  in  1930  to  2.3 
percent  in  1939. 

From  1930  to  1939,  inclusive,  about  80,000,000  M  cubic  feet  were  stored  or 
injected  into  oil  horizons.  This  amount  is  equal  to  approximately  three  times 
the  amount  of  gas  blown  during  1939.  These  great  reductions  in  volume  of 
unutilized  gas  were  accomplished  through  the  cooperative  efforts  of  a  majority 
(»f  the  operators,  together  with  the  operation  of  the  California  State  conservation 
act. 

3.  Surface  waste  of  oil  at  the  present  time  is  practically  negligible.  Under- 
ground waste  of  oil  and  gas  is  questionable  of  determination,  but  abtuidant 
study  is  being  conducted  in  efforts  to  determine  and  eliminate  such  losses. 
Our  operating  practices  are  improving  rapidly  and  our  losses  should  therefore 
decrease  steadily. 

4.  The  present  practice  is  toward  wider  spacing  of  wells,  and  is  conducive  to 
-conservation. 

5.  California  has  an  effective  conservation  law  which  prohibits  gas  waste,  pro- 
vides for  control  of  gas-oil  ratios,  prohibits  improper  drilling  or  abandonment 
of  wells,  provides  for  proper  keeping  of  records  of  drilling  and  production,  and 
which  permits  operators  to  enter  into  unit  and  cooperative  agreements. 

6.  I  do  not  believe  that  H.  R.  7372  would  benefit  California  or.  for  that 
matter,  any  of  the  other  oil-pi'oducing  States  or  the  public.  We  are  improving 
our  practices  and  our  efficiency  of  operation  constantly,  and  we  do  not  need 
H.  R.  7372  to  enforce  the  adoption  of  these  improvements. 

The  act  as  written  is  very  arbitrary,  does  not  permit  recourse  to  the  courts 
of  law,  places  unrestriced  power  in  the  hands  of  the  commissioner,  would  inflict 
a  great  burden  upon  the  public  and  the  industry  in  the  form  of  administrative 
costs,  and  probably  could  not  be  properly  administered  from  a  i)ractical  operat- 
ing standpoint. 

Respectful Iv  submitted. 

U.  A.  Ckanson. 

Mr.  Cole.  Thank  you.  Mr.  Cranson. 
Mr.  Pearson.  May  I  ask  a  question  ? 
Mr.  Cole.  Yes;  surely. 
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Mr.  Peaksox.  Mr.  Cranson,  in  tlie  closing  snniniary  of  your  state- 
ment I  notice  yon  pointed  ont  the  reduction  of  unutilized  gas  in  the 
KettLaman  field  and  the  Ventura  field. 

Mr.  Cranson.  Yes. 

Mr.  Pearson.  Those  were  both  brought  about  by  court  action  in 
1915,  were  they  not'^ 

Mr.  Cranson.  Together  with  the  cooperation  of  the  operators ;  yes. 

Mr.  Pearson.  Well,  there  Avas  a  very  decided  waste  of  gas  there 
until  action  was  taken  under  the  law  Avhich  you  have  cited,  to  compel 
the  utilization  of  this  gas? 

Mr.  Cranson.  Yes. 

Mr.  Pearson.  I  also  notice  that  you  did  not  point  out  just  what 
has  happened  in  the  Montebello  field. 

Mr.  Cranson.  I  haven't  done  that,  Mr.  Pearson,  for  this  reason: 
That  field  is  to  be  covered  by  Mr.  Garrison,  who  is  entirely  fanuliar 
with  the  subject,  and  who  has  served  on  the  comndttee  there,  and  he 
lias  gone  into  that  matter  very  carefully  with  i-espect  to  the  con- 
ditions there. 

Mr.  Pearson,  Very  well.  Just  one  question,  Mr.  Cranson,  about 
the  act  of  1915.  As  I  recall  it,  some  pi-evious  witness  stated  that 
the  failure  to  curb  the  waste  of  energy  in  the  oil  industry  has  been 
brought  about,  to  a  large  extent,  by  virtue  of  the  fact  that  the  enforce- 
ment of  the  statute  has  been  very  cumbersome  and  difficult.  Do  you 
believe  in  that  criticism  of  the  law  which  you  now  have  on  your 
statute  books? 

Mr.  Cranson.  Well,  I  think  in  some  cases  probably  that  has  been 
true.  But  if  we  take  the  picture  as  a  whole  as  shown  by  these  curves 
wliich  I  lun^e  presented,  we  will  find  that  we  have  reduced  gas  waste 
from  hundreds  of  billions  of  feet  down  to  practically  nothing — I  think 
to  a  figure  of  2.87  percent  of  production  as  an  average  for  the  last 
few  years. 

Mr.  Pearson.  Do  you  tliink  that  the  act  of  1915  as  now  written  and 
amended  is  sufficient  for  its  purpose? 

Mr.  Cranson.  Yes;  I  do. 

Mr.  Pearson.  And  in  the  enforcement  it  is  satisfactory^  under  exist- 
ing provisions? 

Mr.  Cranson,  I  think  so;  yes. 

Mr.  Pearson.  And  you  do  not  agree  it  is  cumbersome  and  difficult 
to  enforce? 

Mr.  Cranson.  I  don't  see  why  it  should  be. 

Mr.  Pearson.  I  don't  recall  who  made  that  statement,  whether  Mr. 
Morton  or  some  witness  subsequent  to  him,  but  I  did  understand 
the  industry  criticized  the  failure  of  this  hiM"  to  accomplish  its  pur- 
pose because  of  the  manner  in  which  it  was  drawn  and  the  difficulty 
in  enforcing  it. 

Mr.  Crax^son.  I  think  the  operation  of  the  law  has  been  very  suc- 
cessful.    That  is  my  own  opinion. 

Mr.  Pearson.  All  right. 

Mr.  Cole.  Thank  you,  Mr.  Cranson.  Mr.  (larrison.  Ave  will  hear 
you. 

STATEMENT  OF  ROBEKT  H.  GARRISON 

Mr.  Garrisox-^.  I  am  a  graduate  of  Harvard  College.  I  have  had  18 
years'  experience  as  a  petroleum  engineer  in  southern  California,  the 
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first  9  yenvs  as  an  oil  company  employee  and  the  last  9  years  in 
consnltin<»;  Avork.  My  clients  consist  chiefly  of  oil  companies  and 
individuals  Avhose  operations  are  too  small  to  support  a  petroleum 
engineering  department  and  who  come  to  me  for  petroleum  engineer- 
ing services.  I  ha^e  acted  for  7  operators  with  a  total  of  26  wells  in  the 
West  Montebello  field.  For  the  past  seven  months  I  have  been  a 
member  of  an  engineering  conmiittee  of  5  appointed  by  the  Superior 
Court  to  advise  it  in  the  current  injunction  proceedings. 

As  West  IVIontebello  is  the  only  field  in  California,  in  which  serious 
quantities  of  dry  gas  are  currently  blown  to  the  air,  it  seems  ad- 
visable to  report  conditions  in  some  detail.  The  West  Montebello 
field  is  a  producing  unit  of  minor  importance,  its  ])roductive  area 
being  less  than  one  sc{uare  mile  compared  with  the  Kettleman  Hills 
area  of  26  square  miles.  The  total  ultimate  ])roduction  from  all 
known  zones  in  the  West  ]\Iontebello  field  is  variouslv  estimated  at 
between  20,000.000  and  30.000,000  barrels  of  oil,  while  a  similar  figure 
for  Kettleman  Hills  would  be  600,000.000  barrels,  and  for  Wilmington 
400,000.000  barrels.  West  :Montebello  is  to  a  great  extent  a  town-lot 
field  with  diverse  land  ownership  and  cimsequent  irregular  well 
spacing.  The  161  producing  wells  are  owned  by  50  different  oil 
companies,  many  of  them  small  and  many  whose  sole  holdings  are 
in  the  West  Montebello  field.  Xot  only  did  the  diverse  owaiership 
affect  the  spacing  of  the  Avells,  but  the  peculiar  physical  conditions 
in  the  field  would  not  permit  the  ado])tion  of  a  satisfactory  uniform 
Avell  spacing  program. 

The  first  well  from  the  8th  zone,  which  is  the  only  horizon  con- 
tributing seriously  to  the  blow  of  gas,  was  completed  April  17,  1939. 
By  June  a  considerable  blow  of  gas  to  the  air  was  threatened  and  the 
State  of  California  obtained  a  temporary  order  in  the  Superior 
Court  restraining  the  oil  production  and  thereby  the  gas  production 
of  the  wells.  In  July  an  order  was  issued  directly  curtailing  the  flow 
of  gas  by  allocating  a  gas  allotment  to  each  well,  such  allotment  being 
based  upon  the  demonstrated  potential  of  each  well.  This  order 
Avith  certain  modifications  is  still  in  effect. 

When  the  gas  allocation  schedule  became  effective  in  July  there  were 
,56  wells  with  a  total  demonstrated  potential  of  160.604  M  cubic  feet 
per  day.  The  schedule  permitted  a  production  of  26,172  M  cubic  feet 
per  day.  As  of  January  1,  1940.  the  number  of  wells  had  increased 
to  161  with  a  total  cunuilative  tested  ])()tential  of  517,573  M  cubic  feet 
and  an  allotment  of  95,904  M  cubic  feet.  In  terms  of  oil  curtailment 
West  Montebello  is  currently  15.4  percent  below  the  allotment  set  by 
the  oil  emi)ire  in  accordance  with  the  uniform  jiroration  formula 
which  is  applied  to  all  other  fields  in  the  State.  While  the  blow  of 
gas  has  not  actually  been  eliminated,  a  comparison  of  pi-esent  allot- 
ment with  the  productive  caj^acity  of  the  wells  indicates  the  effective- 
ness of  the  current  gas  curtailment  program  in  preventing  the  develop- 
ment of  a  really  critical  condition. 

At  the  beginning  of  the  court  })roceedings  a  few  operators  ques- 
tioned the  poAver  of  the  court  and  expressed  doubt  as  to  the  effective- 
ness of  the  law.  Contempt  proceedijigs  were  instituted  against  those 
who  failed  to  obey  the  order  and  in  every  case  the  violators  were  found 
guilty  and  suitable  fines  levied  where  indicated.  General  compliaiice 
is  noAV  the  rule  and  thei-e  appears  to  be  no  doubt  as  to  the  enforceability 
of  tlie  law.     If  the  court  deemed  the  present  gas  blow  ''unreasonable 
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waste,"  a  further  curtailnieiit  would  be  witliiu  its  power.  The  ques- 
tion then  remains  wliy  tlie  eouil  does  not  deeui  such  blow  ''unreason- 
able waste." 

I  cannot,  of  course,  explain  what  may  be  in  tlie  mind  of  the  court, 
but  I  can  point  out  some  of  the  considerations  broujuht  out  in  dis- 
cussions of  the  connnittee  of  five  engineers  api)ointed  by  the  court  to 
advise  it  in  this  matter.  This  committee  consisted  of  the  chief  deputy 
State  oil  and  pis  supei-visor,  an  em})loyee  of  a  major  oil  company, 
an  employee  of  the  minor  oil  company  having  the  largest  holdings  in 
the  area  and  two  consulting  engineers.  The  technical  staffs  of  other 
operating  companies  assisted  the  committee  at  various  times. 

Natural  gas  in  this  field  serves  three  main  uses : 

1.  As  reservoir  energy  to  propel  the  oil  into  the  well  and  lift  it  to 
the  surface. 

2.  As  a  source  of  natui'al  gasoline. 

3.  As  a  fveJ 

While  gas-oil  ratios  in  this  field  are  normally  high,  running  at 
])resent  4,705  cubic  feet  per  barrel  of  oil,  recent  'tests  on  17  selected 
key  wells  indicated  that  higher  gas-oil  ratios  would  be  the  rule  if  the 
wells  were  i)roduced  at  a  higlier  rate  of  flow,  as  would  be  the  case 
under  normal  oil  curtailment  practice. 

Operators  in  the  fiekl  have  done  considerable  research  and  have 
spe]it  large  sums  of  money  in  efforts  to  conserve  reservoir  energy. 
For  example,  in  a  large  area  the  upper  eighth  zone  has  a  nuich  higher 
gas-oil  ratio  than  the  lower  eighth.  Many  operators  have  segregated 
the  two  portions  of  the  zone,  and  have  restricted  the  flow  of  oil  and 
gas  into  the  tubing  from  the  upper  eighth  zone  in  order  to  utilize  to 
best  advantage  the  energy  of  the  upper  portion  of  the  zone  for  the 
purpose  of  lifting  oil  from  the  lower  portion.  Such  a  program  has 
necessitated  additional  cementing  operations,  extra  perforating  ex- 
|)ense  and  the  use  of  special  subsurface  mechanical  appliances.  It 
may,  thei-efore,  be  concluded  that  enforcement  of  the  present  court 
order,  together  with  the  cooperation  of  the  oil  companies,  has  re- 
sulted in  a  more  efficient  use  of  reservoir  energy. 

95.78  percent  of  all  gas  produced  is  processed  in  the  gasoline  plants 
and  the  natural  gasoline  extracted.  The  remaining  4.22  percent  is 
from  small  wells  whose  pressure  is  insufficient  to  permit  their  gas  to 
enter  the  gathering  lines.     Tiiis  condition  is,  however,  being  remedied. 

There  still  remains,  however,  a  blow  of  gas  to  tlie  air.  At  the  pres- 
ent time  sale  of  gas  from  the  field  cannot  be  materially  increased  with- 
out construction  of  additional  pipe  lines.  Data  is  being  compiled  as 
to  the  feasibility  of  additional  pipe-line  construction.  There  is  con- 
siderable doubt  whether  the  cost  of  such  construction  could  be  amor- 
tized from  the  sale  of  that  portion  of  the  remaining  gas  reserve  which 
would  otherwise  be  unconserved. 

Further  curtailment  of  the  wells  would  appear  to  be  a  greater  evil 
than  the  present  temporary  blow  of  dry  gas.  Under  the  current 
method  of  operation  there  is  a  o;rave  question  as  to  whether  oil  may 
not  be  migrating  from  the  higlier  gas-oil  ratio  wells  in  the  better 
structural  locations  toward  the  lower  gas-oil  ratio  wells  on  the  flanks. 
It  is  my  opinion — and  that  of  many  other  engineers — that  further 
curtailment  would  definitely  result  in  a  decreased  ultimate  produc- 
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tion  for  certain  classes  of  wells  and  that  such  a  program  in  a  field  of 
diverse  ownership  would  result  in  the  destruction  of  equities. 

In  sunnnation,  it  appears  that  the  State  of  California  is  doing  a 
good  job  in  a  diffii-iilt  situation.  The  State  has  adequate  power  to 
control  waste  of  gas  and  is  using  that  power  in  a  just  and  reason- 
able iiiauuer.  with  definite  consciousness  of  equities  existing  between 
the  various  o])era(ors  and  laudowners  in  the  area.  I  fail  to  see  how 
any  other  agency  would  be  likely  to  do  better. 

iVIr.  Cole.  May  I  ask  you  on  page  4,  at  the  bottom  of  the  page,  you 
stated  that  further  curtailment  would  definitely  result  in  a  deci'eased 
ultiuuite  ])roduction.  You  menu  by  that,  I  assume,  that  all  of  the 
known  reserve  in  the  field  will  never  be  recovered. 

Ml'.  Garrison.  No;  I  say  ''for  certain  classes  of  wells."  The  diffi- 
culty is  that  further  curtailment  would  drive  oil  from  the  higher 
structural  locations  down  to  the  lower  structural  locations.  I  do  not 
think  it  would  leave  any  oil  underground  but  it  would  drive  oil  from 
John  Smith's  well  into  John  Jones'  well.  That  is  the  difficulty  that 
has  confronted  us. 

Mr.  Cole.  Then  it  would  be  produced? 

Mr.  Garrison.  Yes;  from  certain  other  classes  of  wells. 

Mr.  Cole.  You  are  not  contradicting  that  statement  now,  are  you? 

Mr.  Garrison.  No.  In  other  words,  for  the  high  gas-oil  ratio  wells 
they  would  be  discriminated  against. 

Mr.  Cole.  Any  questions? 

Mr.  Kelly.  Yes. 

Mr.  Cole.  Mr.  Kelly? 

Mr.  Kelly.  In  Mr.  CransonV  statement  he  mentioned  about  the 
]u'0])er  spacing,  1  to  20  and  1  to  10  acres,  that  is  now  being  practiced 
in  a  number  of  these  oil  fields,  the  new  ones.  You  mentioned  here 
on  page  1  where  there  is  irregular  well  spacing  in  the  Montebello 
fiehl.    Is  that  on  account  of  it  being  a  town-lot  field? 

Mr.  Garrison.  Yes.  That  is  wholly  due  to  the  land  ownership.  It 
is  a  different  situation.  We  cannot  as  a  rule  follow  one  practice,  be- 
cause many  times  one  man  puts  down  his  well  and  then  his  next-door 
neighbor  puts  down  a  well  to  protect  himself  from  drainage. 

Mr.  Kelly.  The  proper  spacing  is  entirely'  up  to  the  central  com- 
mittee, and  they  are  the  ones  who  direct  how  the  wells  shall  he 
spaced  ? 

Mr.  Garrison.  No  ;  the  committee  has  nothing  to  do  with  well  spac- 
ing. Now,  in  this  case  there  is  a  very  complex  situation,  because  we 
have  eight  zones  in  Montebello,  and  those  zones  have  different  areal 
extents.  In  some  cases  they  are  not  even  next  to  one  another,  one 
zone  may  be  in  one  place  and  another  zone  may  shift  to  a  different 
location,  and  it  would  be  impossible  before  the  field  was  drilled  up, 
even  if  you  had  one  ownership,  to  say  what  would  be  the  proper 
well  spacing. 

Mr.  Holmes.  Are  you  a  native  of  California? 

Mr.  Garrison.  No;  I  am  a  native  of  Massachusetts. 

Mr.  Holmes.  Then  it  is  no  wonder  that  you  maintain  your  Har- 
vard accent.    You  are  a  lawyer? 

Mr.  Garrison.  No.  sir;  I  am  just  an  engineer. 

^Ir.  Holmes.  Just  an  engineer? 

Mr.  Garrison.  Yes. 
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]Mr.  Holmes.  Were  you  here  during  tlie  N.  R.  A.  ? 

Mr.  Garrison.  Yes,  sir. 

Mr.  Holmes.  And  prior  to  tliat  act — you  were  in  California? 

INIr.  Garrison.  Yes,  sir. 

Mr.  HoLMi:s.  Did  at  any  time  any  Federal  connnission  set  up  by 
Congress  to  jn'otect  the  interests  f)f  the  consumer,  ever  attempt  to 
help  the  oil  industry  of  Califoi-nia  in  solving  their  problems  in.sofar 
as  production,  sale,  refining,  or  consumption  were  concerned? 

Mr.  (tarrison.  I  never  heard  of  it. 

Mr.  Holmp:s.  Did  it  ever  take  any  action  against  the  organization 
in  California? 

Mr.  Garrison.  Not  to  my  knowledge.  Being  a  field  engineer  there 
may  be  many  things  about  which  I  would  not  have  information  or  of 
whicli  I  would  not  be  cognizant. 

Mr.  Holmes.  Has  the  Department  of  Justice  taken  any  action  at 
all  against  the  oil  producers  of  California? 

Mr.  (lARRisoN.  Well,  I  have  read  in  the  paper  that  the  Department 
of  Justice  has  taken  some  action, 

Mr.  Holmes.  On  complaint? 

Mr.  Garrison.  But  not  against  producers, 

Mr.  Holmes.  In  other  words,  as  far  as  your  organization  is  con- 
oerne<l,  you  have  not  been  interfered  with  whatsoever? 

Mr.  Garrison.  No:  not  so  far  as  our  curtailment  program  is  con- 
cerned has  there  been  any  interference  to  my  knowledge. 

Mr.  Holmes.  Has  there  been  any  attempt  to  break  up  your  organi- 
zation ? 

Mr.  Garrison.  I  know  of  no  such  attempt. 

Mr.  Holmes.  As  a  matter  of  fact,  the  N.  R.  A.  Act  was  declared 
nnconstitutional.    What  progress  have  you  made  since  that  time? 

Mr.  Garrison.  I  think  we  have  made  great  progress,  and'^^articu- 
larly  in  the  last  8  months.  In  June  of  1939  a  schedule  was  adopted 
which  has  caused  less  complaint  than  any  schedule  either  under 
the  N.  R.  A.  or  otherwise.  I  think  we  have  finally  hit  on  something 
that  seems  to  be  satisfactory  to  tlie  vast  majority  of  operatoi*s. 

Mr.  Holmes.  Some  observation  was  made  here  a  while  ago,  relative 
to  your  exporting  of  oil.  How  could  you  .stop  shipment  of  oil  to  any 
country  and  still  be  neutral  ? 

Mr.  Garrison.  That  I  don't  know, 

Mr.  Holmes.  Well,  that  is  what  I  am  trying  to  find  out. 

We  may  be  called  uDon  to  take  action  on  that  question  later.  You 
have  exported  this  oil  for  years  and  years  to  these  various  coun- 
tries, have  you  not? 

Mr.  Garrison.  I  presume  so. 

Mr.  Holmes.  And  there  has  been  no  complaint  at  all  up  to  the 
present  time,  at  least  about  the  exporting  of  oil? 

Mr.  Garrison.  No. 

Mr.  WoiATERTON.  Do  you  mean  to  the  Japanese? 

Mr.  Holmes.  I  mean  to  any  country.  Now,  as  I  understand,  the 
Neutrality  Act  of  1935  placed  in  the  hands  of  the  President  the  right 
to  declare  tlie  aggressor  nation,  and  until  such  time  as  he  declared 
an  ac-gressor  nation  we  would  continue  to  be  neutral.  During  the 
last  3  years,  with  this  war  raging  between  China  and  Japan,  the 
President  has  not  seen  fit  to  declare  that  Japan  was  the  aggressor 
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nation,  conseciuently  the  State  of  California  could  not  «ro  ahead  and 
place  any  enibar^io  on  any  products  because  that  wouhl  be  an  un- 
neutral act.  And  the  same  is  true  with  Russia.  We  did,  however, 
invoke  the  Neutrality  Act  against  Spain  and  Italy.  That  was  a 
definite  ste})  taken  by  the  President  of  the  United  States,  that  placed 
the  embargo  on  the  shipments  of  oil  or  munitions  of  war,  to  those, 
countries. 

Now,  in  viewinji"  this  world  war  today,  all  neutral  countries  in 
Europe  that  are  rioht  next  door  to  the  battlefields  of  Russia  and 
(iermany,  I  think  they  are  takin*>-  exactly  the  same  position  as  we  are 
now.  I;f  they  are  ^oin^-  to  be  neutral  they  are  ji'oing  to  treat  the 
nations  of  the  world  just  the  same  as  they  treated  them  before  any 
war  was  declared,  and  I  would  like  to  know  what  other  action  we 
can  take  to  be  neutral  than  to  continue  to  do  business  with  tliese 
countries  as  we  have  always  done  until  some  definite  time  when  steps 
are  taken  to  apply  an  embargo. 

Mr.  Garrison.  I  am  afraid,  beinjj  a  field  engineei-  lather  than  a 
statesman,  I  cannot  vei-y  well  qualify.     [Applause.] 

Mr.  Cole.  But  you  would  vote  for  iNIassachusetts  ? 

Mr.  Garrison.  Of  course,  that  is  a  h\<r  help. 

Mr.  Holmes.  I  assure  you  I  was  not  trying-  to  traj)  you.  As  a 
matter  of  fact,  I  am  just  a  new  member  of  this  oil  conunittee.  and 
I  was  trying  to  get  some  information. 

Mr.  Garrison.  My  client,  you  see.  sells  oil  ;it  the  well  to  either 
large  or  small  refiners,  so  that  their  immediate  knowledge  ends  as 
the  oil  leaves  their  tanks  and  goes  into  the  pii)e  line. 

Mr.  Holmes.  .Vs  I  understand  it,  however,  you  peo])le  out  here  in 
California  are  fearful  if  any  legislation  is  passed  that  the  Govern- 
ment will  strangle  your  industry.  Is  that  because  of  your  knowledge 
of  the  Q^)erationis  of  the  national  labor  relations  law,  the  wages-and- 
hours  law,  or  is  it  because  of  the  attitude  of  the  Federal  Trade  Com- 
mission ^  Is  it  that  sort  of  legislation  and  experience  in  the  last 
9  or  10  years  that  makes  you  fearful  of  Federal  regulati(m? 

Mr.  Garrison.  I  have  no  doubt  that  would  be  a  great  influence. 
However,  I  think  the  chief  feeling  among  the  small  ])eople  that  I  work 
for  is  that  they  are  handling  their  business  in  the  best  way  they  know 
how.  They  are  doing  everything  they  can,  and  they  don't  see  how  any 
outside  interference  can  be  of  any  assistance. 

Mr.  Holmes.  Let's  carry  that  one  step  further.  You  would  not  be 
opposed  to  a  national  law — or  Ayould  you — providing  you  knew  a 
national  law  could  be  enacted  that  would  treat  you  fairly  and  scjuarely 
and  give  every  man  in  the  industiy  the  right  to  operate  his  own 
business  ? 

Mr.  Garrison.  We  feel  we  are  doing  all  right  as  it  is.  The  lack 
of  necessitj^  for  such  a  law,  I  believe  is  the  feeling  that  we  have. 

Mr.  Holmes.  Well,  I  can  appreciate  during  the  last  7  or  8  months  of 
the  last  year  that  you  have  done  a  wonderful  job.  The  question  is 
whether  or  not  these  interstate  compacts  in  the  future  will  break  down 
and  then  all  the  States  be  in  the  position  of  California,  leaving  it  to 
the  particular  industry  in  each  State  to  solve  its  own  problem.  I  am 
certainly  in  accord  with  your  principle  of  individual  initiative,  indi- 
vidual enterprise,  ndividual  control  of  inclustiy,  whether  it  be  oil  or 
manufacturing,  but  if  you  will  look  at  this  from  a  national  point  of 
view  for  the  conservation  of  oil.  if  vou  had  the  assurance  some  national 
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legislation  could  be  enacted  that  would  still  leave  to  you  that  right  of 
individual  control,  would  you  support  a  Federal  act  under  those 
conditions  ? 

Mr.  Garrison.  I  should  say  at  the  time  we  fail  to  do  the  job  our- 
selves we  should. 

Mr.  Holmes.  That  is  what  I  was  hoping  you  were  going  to  say, 
because  I  feel  a  good  deal  along  that  line  myself.  I  think  that  is  all, 
Mr.  Chaii-man.     [Applause.] 

Mr.  Cole.  Any  questi(His  of  Mr.  Garrison? 

Mr.  Kelley.  He  has  gone. 

Mr.  Cole.  Call  Mr.  Hall.  Order,  gentlemen;  let's  have  a  little 
order,  ])lease.     Mr.  Hall,  do  you  have  a  copy  of  your  statement,  sir? 

Mr!  Hall.  Yes. 

Mr.  Cole.  While  the  statement  is  being  distributed,  some  gentlemen 
in  the  room  have  asked  to  insert  statements  in  the  record  and  to  be 
heard  briefly.  Some  have  asked  if  all  the  time  was  allocated.  I 
wanted  to  hear  them  if  it  is  possible  to  do  so.  I  hope  that  they  will 
stay  in  the  room  until  this  morning's  session  is  over,  and  I  will  see 
what  we  can  do  about  it.  I  will  take  that  up  later  if  you  remain  here. 
All  right,  Mr.  Hall,  your  full  name,  sir? 

STATEMENT  OF  ELWIN  B.  HALL 

Mr.  Hall.  My  name  is  P]lwin  B.  Hall.  I  am  president  of  the  Hall- 
Baker  Co.,  a  firm  establislied  in  1923  for  the  purpose  of  performing, 
under  contract,  oil-field  leasing,  drilling,  and  production  work.  I 
connnenced  working  in  the  oil  fields  of  California  as  a  roustabout  in 
the  year  1909.  1  graduated  from  Stanford  University  in  1914  in 
geology  with  an  A.  B.  degree.  I  was  intermittently  employed  in  oil- 
field work  from  1909  to  1918.  From  1918  to  this  date  I  have  been 
engaged  exclusively  in  the  oil  business. 

It  has  come  to  my  attention  that  the  Wilmington  oil  field,  located 
in  Los  Angeles  County,  Calif.,  has  been  and  is  being  cited  as  an  example 
of  bad  drilling  and  production  practices,  and  that  it  is  one  that  should 
be  legidated  in  the  manner  proposed  in  the  House  of  Representatives 
bill  No.  7372.  Being  the  president  of  a  firm  which  has  the  policy  of 
conservation  at  heart,  I  request  this  connnittee's  permission  to  briefly 
submit  some  factual  data  to  refute  such  criticism. 

Such  criticism  is  both  unjust  and  unfair,  llie  wholehearted  coop- 
eration among  operators  in  this  field  during  the  last  year  has  residted 
in  reducing  to  an  economic  minimum  the  temporary  gas  blow  which 
occurred  in  the  field  immediately  following  its  discovery.  Before 
attempting  to  answer  such  criticism  I  should  like  to  present  certain 
facts  about  the  Wilmington  oil  field,  so  that  you  will  be  in  a  better 
p<jsition  to  judge  conditions  as  they  have  existed  and  now  exist  in  that 
field. 

Mr.  Hall.  This  field  has  within  its  productive  limits  approxi- 
mately 3,575  acres.  Approximately  1,025  acres  of  the  3,575  acres  are 
located  in  town-lot  subdivisions.  There  are  108  operators,  many  of 
whom  have  from  one  to  five  wells  each.  Lessors  and  landowners  are 
numbered  well  above  2,500,  This  field  has  the  largest  allotment 
and  twice  the  best  potential  of  any  other  field  in  the  State. 

Now,  I  will  skip  over  a  great  deal  here  which  goes  into  detail, 
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Mr.  Cole.  Mr.  Hall,  you  understand,  of  course,  that  your  state- 
ment will  go  into  the  record  as  it  is. 

Mr.  Haix.  Yes;  I  understand  that,  Mr.  Cole,  and  that  is  why,  in 
conformity  with  your  request  to  brief  our  statement,  that  I  am  cut- 
ting it  so  very  short.  I  will  give  you  enough  copies,  as  many  copies^ 
indeed,  as  you  may  wish,  so  that  you  may  go  over  it  and  its  details 
more  at  your  leisure. 

Rather  than  attempting  to  state  the  criticism  which  has  been 
levelled  at  the  Wilmington  field  or  to  define  its  source,  I  prefer  to 
test  the  Wilmington  field  by  the  proposed  findings  and  re2;ulations 
set  forth  in  section  6,  subparagraph  (b)  of  House  Resolution  7372. 
In  this  paragraph,  11  items  are  listed  as  the  basis  of  testing  factors 
of  waste. 

Under  item  (1)  I  take  up  spacing,  location,  drilling,  completion, 
and  production  of  wells,  with  reference  to  waste  of  reservoir  energy. 

Mr.  Cole.  Well,  I  will  ask  you  there  your  conclusion  as  to  spacing, 
location,  drilling,  completion,  and  so  forth. 

Mr.  Hall.  Would  you  like  to  have  me  read  from  my  statement? 

Mr.  Cole.  No;  what  is  your  conclusion  as  to  each  of  those  subjects? 

Mr.  Hall.  My  conclusions  are  as  follows,  beginning  with  the  11 
items : 

Mr.  Cole.  I  do  not  Avant  to  disturb  the  continuity  of  the  reading  of 
your  paper.     Do  you  have  that  in  your  paper? 

Mr.  Hall.  I  go  through  the  11  items  and  I  apply  these  rules  and 
tests,  as  far  as  they  can  be  applied,  in  the  Wilmington  field,  and  I 
reach  these  conclusions:  In  conclusion  I  wish  to  state  that  if  House 
Resolution  7372  were  now  a  law  and  were  administered  equitably  it 
would  not  change  in  any  way  the  general  drilling  and  production 
practice  which  is  being  used  at  Wilmington  today  under  voluntary 
curtailment. 

Mr.  Cole.  May  I  ask  you  if  you  mean  by  that  that  the  formula  laid 
down  in  House  Resolution  7372,  from  the  engineering  standpoint, 
is  just  about  what  you  adopted  for  the  Wilmington  field? 

Mr.  Hall.  That  is  what  we  are  carrying  out  under  voluntary 
curtailment. 

Mr.  Cole.  So  that  if  the  Federal  act  were  properly  administered 
there  would  be  no  occasion  to  change  anything  that  is  going  on  in 
the  Wilmington  field  ? 

Mr.  Hall.  No  ;  there  would  not  be  any  occasion  to  change  it. 

Mr.  Cole.  You  consider  that  practice  in  the  Wilmington  field 
highly  efficient. 

Mr.  Hall.  I  consider  it  excellent. 

Mr.  Cole.  You  consider  it  excellent? 

Mr.  Hall.  Yes ;  there  is  no  wastage. 

Mr.  Cole.  Have  you  stated  in  your  paper  the  number  of  wells? 
Take,  for  instance,  in  December  1936  until  the  end  of  1937,  the 
file  shows  345  wells  completed  in  this  field.  By  the  end  of  1939  the 
number  was  increased  to  669 ;  is  that  correct  ? 

Mr.  Hall.  I  would  say  that  is  correct.  If  you  will  look  at  plate  2, 
you  will  see  charted  the  producing  wells,  the  percentage  of  curtail- 
ment, and  the  potential  as  of  each  month,  and  the  production  as  of 
each  month.     Would  you  care  for  more  copies  to  pass  around? 

Mr.  Cole.  Yes. 
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This  increased  rapidity  with  which  the  town-lot  section  of  the  field 
■was  drilled  resulted  in  a  rapid  decline  in  the  rate  of  production  in 
the  field? 

Mr.  Hall.  I  would  say  it  has  not.  If  you  look  at  the  potential 
curve  theie,  you  will  see  we  have  over  twice  the  potential  of  any 
other  field  in  the  State. 

Mr.  Cole.  Mr.  Hall,  with  your  statement  you  have  charts  here 
.showing  your  field.    I  am  afraid  that  cannot  go  into  the  record. 

Mr.  Hall.  Cannot  get  into  the  record? 

Mr.  Cole.  I  am  afraid  not.  I  don't  believe  a  reprint  would  do 
justice  to  them. 

Mr.  Hall.  I  would  be  glad  to  supply  you  with  a  larger  map  of  the 
Wilmington   field. 

Mr.  Cole.  We  will  try  to.  I  don't  know  whether  there  will  be  any 
difficulty  about  it.  If  there  are  no  other  questions  that  is  all,  Mr, 
Hall.  Thank  you,  sir.  Any  questions  of  Mr.  Hall  by  any  members 
of  the  committee? 

Mr.  Pearson.  May  I  ask  Mr.  Hall  one  question  ? 

Mr.  Cole.  Mr.  Pearson. 

Mr.  Pearson.  Mr.  Hall,  the  facts  I  have  before  me  indicate  you 
have  made  a  gi-eat  improvement  in  the  reduction  of  wastage  of  gas 
in  the  Wilmington  field,  that  is  in  recent  months.  Has  that  been 
due  to  any  change  in  your  practices  in  the  field,  or  has  it  been  par- 
tially due  to  the  fact  you  have  made  some  connections  with  gas  lines? 

Mr.  Hall.  We  have  made  connections  was  gas  lines.  I  might  ex- 
plain that  in  the  Wilmington  town-lot  area,  at  the  time  on  page  302 
of  your  Washington  heai-ing  Mr.  Miller  speaks  of,  the  Wilmington 
end  of  the  field  had  a  very  low  gas  oil  ratio  and  contained  practically 
no  wet  gas  (casing-head  gasoline).  This  delayed  pipe-line  connec- 
tions. Even  at  this  time  very  few  of  those  wells  are  connected,  the 
gas  being  used  for  field  purposes. 

There  was  another  lag  in  pipe-line  connections  when  dj'illing 
started  in  the  Long  Beach  Harbor  area.  It  took  some  time,  with 
the  rapid  drilling,  before  pipe  line  capacity  was  available.  But  at 
the  time  he  (Mr.  Miller)  speaks  of,  I  comment  on  that  in  my  filed 
statement,  if  I  can  find  it  at  the  moment,  since  I  can't  locate  it  at 
the  moment  offhand,  he  said  there  was  some  49  percent  blown  in  1938. 
During  the  early  portion  of  that  period  there  was  approximately  a 
production  of  37,000  M.  c.  f.  a  day.  I  think  there  was  about  18,000 
M.  c.  f.  a  day  blown.  Gas  production  since  then,  if  you  will  look  at 
chart  3,  you  will  notice,  has  rapid  increase  over  1938,  yet  you  will 
see  down  in  the  percentage  curve  at  the  bottom  that  the  gas  blown 
has  declined  from  60  percent  in  the  month  of  May  1938  down  to  1.3 
percent  in  September  1939,  which  is  practically  nothing. 

Mr.  Pearson.  That  is  what  I  had  in  mind.  'l  was  just  wondering 
how  you  brought  about  that  improvement. 

Mr.  Hall.  Well,  we  have  had  remarkable  cooperation.  I  can  cite 
instances  in  the  Wilmington  field  where  high  gas  oil  ratio  wells  were 
by  cooperation  among  operators  shut  in,  and  the  allotment  these  wells 
had  were  transferred  to  low^  gas  oil  ratio  wells  in  such  a  manner  as 
to  create  an  equitable  drainage. 

Mr.  Pearson.  The  owners  or  the  producers  in  the  Wilmington  field 
have  cooperated  in  that  program  ? 
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Mr.  Hall.  Yes :  the  Wilmin^on  field  todaj'  could  produce  the  entire 
State's  demand  and  with  108  operators  and  over  2.500  landowners  it 
has  been  a  difficnh  tusk.  We  worked  it  out  and  I  think  all  of  California 
can  do  the  same. 

Mr.  Peiarson.  That  is  all  I  care  to  ask. 

STATEMENT  OE  JOHN  BEDDOW 

Mr.  CoLK.  ^Ir.  Beddow,  have  you  copies  of  your  statement? 

Mr.  Beddow.  Yes.  sir.  Mr.  Cole,  meniljers  of  the  committee,  I  wish 
to  make  one  correction  that  may  appear  in  my  paper  here,  and  that  is 
where  I  have  used  the  word  "b'aume"  I  see  a  typographical  error  has 
been  made,  and  I  should  have  said  "API,"  referring  to  the  gravity 
of  oil. 

Mr.  Cole.  Just  where  is  that? 

Mr.  Beddow.  That  occurs  in  several  different  places  in  the  paper, 
particularly  on  pages  2  and  8  of  this  report. 

Let  me  identify  myself.  My  name  is  John  Beddow.  I  have  been 
employed  in  the  oil  industry  for  the  past  18  years.  Prior  to  that  time, 
I  speiit  approximately  15  years  as  a  foreman  and  superintendent  in 
the  coal-mining  industry.  Since  1922  I  have  been  occupied  as  a  crack- 
ing-plant superintendent  in  the  oil  industry.  For  9  years  my  experi- 
ence was  in  Texas  and  Ohio  and  the  following  C  years  I  was  with  the 
Universal  Oil  Products  Co.  In  the  employ  of  that  company  it  was 
necessary  for  me  to  woik  in  all  of  the  oil-])roducing  areas  in  the  United 
States,  as  well  as  some  foreign  countries,  namely.  Japan  and  Man- 
churia. In  1986  I  became  superintendent  of  refining  for  the  AYilshire 
Oil  Co.,  Inc.,  the  position  which  I  now  hold. 

We  of  the  refining  division  of  the  petroleum  industry  deem  it  a 
privilege  to  have  an  opportunity  to  discuss  the  problems  of  conserva- 
tion of  our  national  resource  to  the  end  that  the  people's  interest  will 
be  best  served  and  that  individual  initiative  be  encouraged  in  order  to 
continue  the  progress  which  has  been  obtained  during  the  past  50  years. 

It  is  my  intention  to  outline  some  of  the  progress  that  the  refining 
industry  has  made  to  call  your  attention  to  the  elimination  of  waste, 
increased  yields  obtained  from  crude  oil,  and  the  consequent  conserva- 
tion of  underground  oil  reserves  wdiich  has  resulted  from  improvements 
in  the  refining  art. 

Since  it  is  your  request  that  I  make  this  as  brief  as  possible,  I  will 
file  this  paper  with  the  many  statistical  data  wdiich  will  bear  out  these 
statements  of  conservation. 

Mr.  Cole.  You  may  take  time,  Mr.  Beddow,  to  read  any  part  of  your 
paper  that  you  think  we  should  hear  at  this  time.  Of  course,  the  entire 
paper  will  be  incorporated  into  the  hearing.  I  did  not  want  to  hurry 
you.    I  mean  by  that  you  could  pass  over  some  of  the  paragraphs. 

Mr.  BEDDOW^  I  will  do  it  as  I  go  along.  I  would  like  to  get  in  a  page 
or  two  more  of  these  data  right  here. 

It  should  Ije  understood  that  if  the  data  we  present  and  the  many 
references  made  to  the  work  done  and  recorded  in  the  report  of  the 
energy's  resoiu'ce  conmiittee  should  appear  to  indicate  that  we  do  nor 
see  the  need  of  further  regulatory  legislation  at  this  time,  it  is  because 
we  have  the  sincere  conviction  that  even  though  there  may  have  been 
some  mistakes  made  during  the  growing-pain  period  of  the  petroleum 
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iiulii^trv  tlie  interest  of  the  Nation  can  best  be  served  by  lettin*^  the 
peoj^le  compete  by  developing  more  efficient  ways  of  production. 

The  A^^ilsl^re  Oil  Co.,  Inc.,  a  California  corporation,  was  organized 
in  the  year  1919.  It  was  and  still  is  known  as  one  of  the  many  inde- 
])endent  companies.  It  has  confined  its  business  largely  to  production 
and  refining  of  crude  oil  in  the  State  of  California  and  it  may  be  said 
to  be  i-epresentatiA^e  of  many  such  companies  in  the  United  States  of 
America. 

During  the  early  history  of  this  company  it  confined  its  refining 
efforts  largely  to  the  to]:)ping  operation — tliat  is,  distilling  off  the 
straight-run  gasoli)ie  and  kerosene  distillate.  This  left  many  thou- 
sands of  barrels  of  ]-esidual  oil  commonly  called  topped  crude.  Dur- 
ing this  topping  o]wration  the  Wilshire  Oil  Co.  stored  in  excess  of 
2,000,000  barrels  which  wei'e  ke})t  in  reserve  until  after  the  company's 
cracking  plant  was  built.  If  this  topped  crude  had  been  forced  on 
the  market  as  heavy  fuel  oil,  many  thousands  of  barrels  of  premium 
gasoline  woidd  have  been  wasted  and  the  market  for  other  still 
heavier  fuel  oils  and  coal  Avould  have  been  i)n}>aired  to  where  it  could 
not  have  been  sold  at  a  reasonable  profit.  In  order  to  demonstrate 
this  point,  we  submit  the  following  data  which  can  be  verified  V)y  our 
com}>any's  lecords. 

Our  refinery  records  will  show  that  in  the  year  1988  and  1934, 
before  cracking  was  resorted  to,  the  yield  of  gasoline  from  a  30.35 
A.  P.  I,  gravity  crude  was  32.5  percent  of  a  59-octaine  rating 
gasoline,  whereas  at  the  present  time  we  can  produce,  when  charging 
the  same  quality  crude,  66%  of  a  71  octane  gasoline  by  resorting  to 
cracking,  reforming,  and  polymerization. 

Mr.  Wolm-:rton.  How  many  gallons  per  barrel  would  that  be? 

Ml-.  Beddow\  Well,  66  times^  42  is  approximately  just  inider 

Mr.  Cole.  A  little  louder. 

Mr.  Beddow.  It  is  66.5  times  42 — 271/2  gallons  per  barrel. 

Mr.  WoLM^RTOK.  Do  you  mean  to  say  that  you  get  271/2  gallons  per 
barrel  of  crude  oil? 

Mr.  Beddow.  We  have  271/0  gallons  of  gasoline  in  our  refinery  from 
a  30  A.  P.  I.  gravity  crude — that  is,  by  cracking. 

Mr.  Wolvertox.  Were  you  present  when  I  read  some  figures  yester- 
dav  from  a  report  that  I  had  ? 

Mr.  Beddow.  Yes,  sir. 

Mr.  WoLvERTON.  What  is  the  ex])lanation  ?  The  figures  that  I  have 
relate  to  the  ratio  of  crude-oil  and  gasoline  yield  covering  the  period 
from  1931  to  1938,  in  which  it  AA-as  shown  California  27  gravity  oil. 
Signal  Hill — the  average.  I  think,  was  13.6  gallons  ]:»er  barrel-^ancl 
the  Texas  Gulf  coast  of  27  degree,  produce  18.2  gallons  per  barrel, 
and  the  East  Texas  field  19  gallons  ])er  barrel,  and  the  Midcontinent 
at  36  degrees  produced  21  gallons  per  barrel. 

The  report  from  Avhich  I  took  those  figures  emphasized  the  differ- 
ence between  the  yield  in  California  and  that  of  the  Texas  Gulf  coast: 
it  indicated  the  yield  from  the  California  oil  of  the  same  gravity 
apparently  to  be  much  less. 

NoAv,  I  am  not  sufficiently  familiar  with  the  technical  side  of  it  to 
readily  undei'stand  either  the  difference  between  California  27  and 
Texas  Gulf  coast  27,  in  that  one  yields  about  40  percent  more  than 
the  other,  or  what  relationship  the  figures  you  gave  this  morning  have 
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to  these  figures  tliat  I  have.  Could  you  give  us  some  light  on  that 
subject  ? 

Mr.  Bkddow.  I  imagined  that  we  would  get  to  that  sooner  or  later. 
But  I  miglit  say  at  this  time  that  the  potential  percentage  of  gasoline 
derived  from  a  barrel  of  crude  dei)ends  quite  largely  on  the  A.  P.  I. 
gravity  of  that  crude,  since  hydrocarbon  is  a  comi)ouiid  of  cai'bon  and 
hydrogen,  and  since  carbon  is  12  times  heavier  than  hydrogen  we  do 
not  have  to  change  the  carbon-hydrogen  ratio  except  to  a  relatively 
small  amount  to  change  the  gravity  of  the  crude  or  an  oil. 

Now,  if  we  are  thinking  of  crude  oil  as  just  straight  run  gasoline 
contained  in  that  crude  we  have  a  great  variation  of  straight  run 
gasoline  crude  but  in  the  main  the  potential  gasoline  contained  in 
that  crude  will  depend  quite  largely  on  its  gravity. 

Mr.  WoiAEitTON.  That  is  the  leason  I  used  the  same  degree  of 
gravity  oil  in  my  comparison,  27  degree  gravity  California,  Signal 
Hill  oil  with  the  27  percent  Texas  Gulf  coast  oil. 

Mr.  Beddow.  Yes,  that  is  right. 

Mr.  WoLVERTON.  And  I  thought  that  the  explanation  might  be  the 
same  as  you  have  already  stated,  and  when  you  said  during  the  early 
history  of  this  company,  referring  to  your  own,  it  confined  its 
refining  efforts  largely  to  the  topping  efforts — that  is,  the  distilling 
off  the  straight-run  gasoline  and  kerosene  distillate :  in  other  words, 
it  was  due  to  the  fact  that  they  had  a  higher  degree  of  refining  in 
Texas  refineries  than  in  California? 

Mr.  Beddow.  I  would  like  to  correct  that  to  say  than  we  had. 

Mr.  WoL%'ERTON.  When  did  that  change  take  place? 

Mr.  Beddow.  At  the  present  time  it  is  taking  place  very  rapidly. 

Mr.  WoL\-ERTON.  Pardon  me,  but  the  figures  I  have  are  on  the  basis 
of  1931  to  1938.  Do  you  mean  since  1938  this  radical  change  has 
been  made  ? 

Mr.  Beddoav.  I  can  call  off  in  a  moment  many  independent  re- 
fineries in  the  immediate  vicinity  of  Los  Angeles;  I  can  call  off  no 
less  than  one,  two — five  independent  refineries  that  have  installed 
cracking  plants  during  the  past  18  months  whereas  they  are  now 
able  to  produce  from  a  barrel  of  crude  a  great  deal  higher  percent 
of  premium  gasoline  than  they  did  in  former  times. 

Mr.  WoLVERTOiSf.  The  statement  that  I  have  before  me,  taken  from 
the  report  then  is  true  as  far  as  it  goes  up  to  1938  ? 

Mr.  Beddow.  Probably  so.  And  I  would  not  be  able  to — I  do 
not  have  at  my  thumbs  end  all  of  that  data  or  statistics  that  would 
show  how  California  has  compared  in  the  past  with  the  recovery  of 
gasoline  from  a  ban-el  of  crude. 

Mr.  WoLVERTON.  Well,  the  reason  I  asked  that  question,  which  is 
rather  technical,  is  because  I  have  understood  from  such  reading  as 
I  have  had  on  this  subject  that  the  amount  of  gasoline  produced 
depends  upon  the  degree  of  cracking  that  is  utilized.  If  oil  is  run 
in  great  quantities  so  that  the  refineries  do  not  take  it  because  of 
the  great  quantity  or  because  of  a  desire  to  handle  a  great  quantity, 
they  do  not  crack  down  to  the  lowest  extent  that  they  could,  or 
maybe  should. 

Mr.  Bedimdw.  That  is  right. 

Mr.  WoiA-ERTON.  Therefore  it  has  a  direct  relationship  to  the  ques- 
tion of  conservation  by  limitation  of  production. 

Mr.  Beddow.  That  is  right. 
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Mr.  WoLVERTON.  Therefore,  it.  would  seem  to  me  we  could  properly 
tlraw  the  inference  that  with  lack  of  limitation  of  production  or  at 
least  sufficient  limitation  of  production  that  you  were  just  skimminji 
the  surface,  so  to  speak,  you  were  toppino;  it,  whereas  in  Texas  they 
were  utilizing;  all  crackin«i:  facilities  that  were  available  and  thereby 
<3jettino-  a  laro;er  return  of  oasoline,  and  by  <;ettin<^  a  larj^er  return  of 
gasoline  a  cheaper  price  to  the  consumer.  Now,  these  figures  that  I 
have  show  the  refinery  gasoline  price  for  the  period  that  I  mentioned, 
1931  to  1938,  for  California  was  7.1  cents  a  gallon,  whereas  in  the 
Texas-Gulf  coast  it  was  costing  only  5.4  cents,  due  to  the  larger  yield 
per  barrel.  So  it  is,  I  think,  a  vital  situation  to  whicli  I  am  calling 
your  attention,  and  I  felt  free  to  do  so  because  you  are  emphasizing 
that  your  company  has  improved  the  amount  of  its  return  per  barrel 
of  crude  oil. 

Mr.  Beddow.  Very  decidedly  so.  And  I  think  I  am  speaking  for 
the  industry  as  a  whole  when  1  say  that  they  are  all  getting  more  and 
more  to  cracking,  both  to  increa^ie  the  yield  and  increase  the  quality 
of  the  gasoline;  and  since  these  things  have  been  controlled  in  the 
past  largely  by  economic  conditions,  and  since  the  crude  in  general  in 
California,  we  will  say,  is  heavier  than  many  of  the  crudes  in  the 
Mid-Continent  field,  there  no  doubt  w^as  a  tendency  in  the  earlier 
history  of  California  to  convert  more  of  these  crudes  to  fuel  oil 
instead  of  gasoline. 

But  the  ])oint  that  I  want  to  make  in  that  respect  is  that  we  all  feel 
that  that  day  has  passed.  Now.  if  we  continue  to  compete,  we  cer- 
tainly have  to  get  the  last  squeal  out  of  a  barrel  of  crude,  and  we  feel 
that  we  are  doing  it. 

Mr.  CoiE.  Continue  with  your  statement. 

Mr.  BEDDOW^  Tliis  increase  in  both  yield  and  quality  has  been 
achieved  through  tlie  addition  of  several  new  refinery  units.  In  1936 
the  Wilshire  Oil  Co.,  Inc.,  installed  a  Dubbs  selective  cracking  unit 
at  a  cost  of  more  than  $2,r)00,000,  which  in  itself  increased  gasoline 
yields  from  the  32-percent  range  to  a]jproximately  64  percent.  The 
average  octane  of  this  inci-eased  yield  of  gasoline  was  at  the  same  time 
increased  to  somewhat  more  than  65.  In  1937  the  company's  catalytic 
polymerization  plant  was  added  to  the  refinery  at  a  cost  of  $250,000. 
This  plant  increased  over-all  gasoline  yields  somewhat  more  than  2 
percent,  but  the  high-octane  value  of  polymerized  gasoline  increased 
the  average  octane  of  gasoline  produced  to  68.  In  the  following  year 
a  heavy  naphtha  reforming  unit  was  installed  at  a  cost  of  $536,000. 
The  purpose  of  this  addition  was  to  further  increase  the  over-all 
quality  of  gasolines  produced  to  71  octane. 

When   producing  66  percent  of  71-octane  gasoline   from  a  30.5° 

A.  P.  I.  crude,  we  will  produce  about  29  percent  of  heavy  residue,  which 
has  a  superior  quality  as  fuel,  since  the  viscosity  and  pour  point  is 
much  lower  than  the  original  topped  crude.  There  is  another  ad- 
vantage in  using  ci'acked  residue  of  7°  A.  P.  I.  instead  of  topped 
crude  of  19°  A.  P.  I.  gravity — tlie  gravity  of  the  to|)  crude,  19°,  is 
about  the  gravity  of  the  top  crude  wlien  we  have  taken  the  kerosene 
distillate  out — as  it  is  about  26  pounds  per  barrel  heavier,  and  by  a 
calculated  B.  t.  u.  value  would  show   api^roximately   528,000  more 

B.  t.  u.  per  barrel.  On  a  test  of  6.9°  A.  P.  I.  cracked  fuel  against 
a  14°  A.  P.  I.  straight-run  fuel  conducted  on  the  steamship  San  Felipe 


§7Q  PETROLEl'M  INVESTIGATION 

betAveeii  San  Pedro  and  San  Francisco  a  saving  of  2.7  percent  by 
volnnie  was  slioAvn, 

Suice  the  Wilshire  Oil  Co..  Inc..  does  not  claim  to  be  an  exception 
to  tlie  rule  in  the  oil-refining  industry,  we  will  give  further  reference 
to  otlier  authorities  presenting  statistical  data.  In  a  paper  presented 
before  the  Second  Oil  Petroleum  (Vnigress.  June  14  to  10,  1937,  Paris, 
France.  Egloff,  Nelson,  and  Morrell  say 

The  modern  cracking  ijroces.s  now  in  oiieration  in  many  part-s  of  tlie  world  is 
tlie  greatest  force  in  the  conservation  of  crude  oil.  The  cracking  process  in  the 
refineries  of  tlie  world  conserved  1,SG.j.()0(I,(.00  Iiarrels  of  crude  during  the  year 
198ei.  It  would  have  required  3,607,0U0,UU0  barrels  of  crude,  instead  of  the  actual 
1,742.000,000  barrels  refined  to  supply  the  gasoline  for  propelling  the  motor 
vehicles  of  the  world.  During  1936  the  cracking  process  required  786,000,000 
barrels  of  oil  which  yielded  303,452  000  barrels  of  high  antiknock  gasoline.  To 
protluce  this  volume  of  gasoline,  the  investment  cost  for  equipment  was  o^er 
|500.()00,(M10. 

Polymer  gasolines  of  81  to  100  octane  are  being  ci>mmercially  produced  from 
gases  generated  in  cracking  oil.  Before  the  end  of  1937.  when  all  the  polymer 
units  now  in  vaiious  stages  of  design  or  construction  are  in  operation,  produc- 
tion of  polymer  gasoline  will  be  at  the  rate  of  more  than  10,000,000  barrels  a 
year.  This  will  represent  conservation  of  more  than  70,000,000  barrels  of  crude 
oil  per  year. 

The  modern  cracking  process  produces  cracked  gasoline,  polymer  gasoline, 
iso-octane  fuel  t)il,  coke,  gas,  and  other  products.  It  is  also  the  basis  of  produc- 
tion of  new  chemicals  for  use  as  antioxidants,  color  inhibitors,  dyes,  resins, 
rubber  substitutes,  ethers,  glycols,  alcohols,  acids,  aldehydes  pickling  agents, 
acetylene,  and  sulfuric  acid.  Metallurgical,  ceramic,  and  many  other  industries 
derive  much  of  their  progress  by  meeting  the  requirements  of  cracking. 

Furthermore,  the  internal  economic  structure  of  the  oil  industry  itself  is 
profoundly  affected  by  the  cracking  process.  Without  cracking  it  would  have 
been  necessary  to  locate  more  oil  fields,  expand  the  storage,  pipe  lines,  and 
refining  capacity  to  handle  1,860.000.000  more  barrels  of  crude  than  was  actually 
consumed  during  1986  for  supplying  the  gasoline  needs  of  the  world. 

Colonel  Auld,  president  of  the  Institute  of  Petroleum  Technologists,  stated 
that  "cracking  is  not  only  a  method  for  increasing  the  production  of  motor 
spirit  from  crude  oil — it  is  one  of  the  most  important  means  we  have  for  ad- 
justing the  yields  of  various  products  of  petroleum  to  meet  the  ever-changing 
demands  of  the  market." 

The  quality  of  gasoline  has  improved  through  the  years  not  alone  in  viola- 
tility  but  particularly  in  efficiency  ba.sed  on  antiknock  ratings  which  now  have 
reached  100  octane  number  commercially. 

The  latest  achievement  in  the  use  of  100  octane  motor  fuel  was  the  record 
flight  fr(mi  Los  Angeles  to  New  York  in  7  hours  28  minutes,  at  an  average 
speed  of  332  miles  per  hour.  Great  as  this  speed  is,  there  can  be  no  doubt 
it  will  be  increased  to  over  500  miles  per  hour,  so  that  oversea  nations  will  be 
but  hours  away  instead  of  days. 

Again  referring  to  a  paper  presented  before  the  Petroleum  Insti- 
tute's seventeenth  annual  meeting  in  Chicago,  November  11,  1936, 
Egloff  says : 

One  of  the  greatest  forces  for  conservation  and  well-being  of  oiir  social  and 
economic  life  is  vhe  cracking  process  developed  by  the  oil  industry.  Cracking 
ramifies  in  many  directions  and  profoundly  affects  not  alone  the  oil  but  also  the 
automotive,  airplane,  chemical,  alloy  steel,  instrument,  and  gas  and  coal  in- 
(histries.  In  fact,  new  industries  and  new  products  have  been  founded  upon 
the  cracking  process. 

The  jirimary  function  of  cracking  is  to  produce  high  antiknock  gasoline. 
As  a  product  of  this  operation,  the  oil  industry  has  developed  motor  fuels  up 
to  100  octane  rating,  which  have  given  greater  motor  efficiencies.  As  an  illiis- 
traticni.  it  has  been  calculated  that  if  the  China  Clipper  ship  were  motored 
to  utilize  100  octane  gasoline,  it  would  increase  its  pay  load  by  1.900  pounds. 

The  automobile  industry  during  its  early  years  gave  indications  of  exceeding 
the  capacity  of  the  oil  industry  to  supply  it  with  motor  fuel.  This  threat  was 
a    spur   to    the   technical   men   to    devise   methods   for   increasing    the    yield   of 
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sa.soline  from  crude  oil.     The  cracking  process  has  not  only  provided  the  means 
for  increasing  gasoline  yields  but  also  its  quality. 

In  the  past  15  years  the  number  of  motor  cars  has  increased  from  about 
9,000,000  in  1920  to  more  than  26,000,000  as  of  .January  1,  1936;  while  the 
motor-fuel  consumption  increased  from  109,000,000  barrels  to  more  than 
432,000,0<!0  barrels  per  year.  In  addition,  the  avi'ras;e  motor-compression  ratio 
increased  from  4  to  6.2.  This  is  of  tremendous  sisiiiiticaiice  from  an  economic 
standpoint  in  that  the  efficiency  of  motors  has  increased  more  than  30  percent 
during  this  period.  Speeds  of  transportation  have  more  than  doubled,  primarily 
<lue  to  improved  antiknock  value  of  the  gasoline  and  better  design  of  motors 
thereby  made  possible. 

Mr.  Beddow.  And  again,  on  page  6,  I  have  presented  some  more 
statistical  data  that  is  a  matter  of  record. 

Mr.  Cole.  Yes,  sir. 

Mr.  Beddow.  These  and  other  statistical  data  are  further  verified 
by  reference  to  the  report  of  the  Energy  Resources  Committee  to 
the  National  Resource  Committee  on  page  153.  Mr.  Glenn  E.  Mc- 
Laughlin, of  the  bureau  of  business  research  in  the  University  of 
Pennsylvania,  therein  emphasizes  the  problems  faced  by  the  refining 
industry. 

It  has  been  necessary  to  develop  equipment  and  techniques  capable 
of  handling  a  great  variety  of  crude  stocks  and  producing  products 
meeting  the  demands  of  an  ever-changing  market.  An  important 
part  of  this  problem  has  been  the  processing  of  residual  materials  to 
convert  them  into  more  valuable  petroleum  products.  In  1880,  for 
instance,  75  percent  of  the  refined  products  recovered  was  kerosene^ 
At  this  time,  the  United  States  Bureau  of  Census  reports  showed 
12^  percent  of  the  crude  unaccomited  for,  which  probably  repre- 
sented mainly  evaporation  of  the  light  fractions.  These  fractions, 
which  for  a  long  period  in  refining  development  were  lost,  now  be- 
come the  basis  for  the   most  valuable  products   made   in  refining. 

Similarly,  Mr.  McLaughlin  has  indicated  the  progress  made  bj^ 
refining  engineers  in  processing  natural  gas  for  the  production  of 
natural  gasoline  and  at  the  same  time  preparing  the  gas  for  trans- 
portation. 

Mr.  Cole.  Have  you  the  article  by  Mr.  McLaughlin  to  which  you 
refer  ? 

Mr.  Beddow.  I  have  it  in  our  files.  I  do  not  have  it  here  on  my  desk. 
I  can  point  it  out  to  you  in  just  a  moment. 

Mr.  Cole.  I  mean  the  paper  from  which  you  prepared  these  remarks 
of  Mr.  McLaughlin. 

Mr.  Beddow.  I  referred  to  the  ])ages  in  this  article  here,  in  Mr.  Mc- 
Laughlin's report  of  the  Energy  Resources  Connnittee  to  the  National 
Resources  Committee,  on  page  153.  I  did  not  bring  that  article  with 
me.  but  I  have  referred  to  him  also  as  to  page  160  and  page  163. 

Mr.  Cole.  All  of  these  papers,  or  many  of  them,  were  prepared  in 
the  same  office,  were  they  not  ? 

Mr.  Beddow.  These  are  all  mimeogra})hed  copies  of  my  original 
article. 

Mr.  Cole.  They  were  a]]  mimeographed  from  the  same  source? 

Mr.  Beddow.  Yes. 

Mr.  Cole.  I  understood  that  was  to  be  done  in  order  to  cover  the 
different  subjects  and  not  to  have  any  overlapi)ing.  I  wonder  if  any- 
body else  in  the  room  has  the  McT^augldin  article  to  which  you  refer. 

Mr.  Beddow.  I  do  not  know  Avhether  thev  have  or  not. 

Mr.  Cole.  That  is  all  riaht. 
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Mr.  Beddow.  But  on  ])a^es  160  to  168  of  his  article  I  would  like  to 
read  this  little  part  hei-e.  Ajjaiu  on  i)a<ies  160-168.  Mr.  McLauojhliu 
has  shown  by  authentic  reference  the  pro<ri"ess  made  since  the  advent 
of  crackino-  "and  the  use  of  polymerization.  I  wish  in  particuhir  to 
call  youi'  attention  to  the  j2:raph  shown  on  j)aj>e  161,  figure  No.  11. 
You  will  note  that  the  ^ra})!!  is  intended  to  show  the  period  from  the 
year  1920  to  1985,  or  tliat  period  where  cracking-  was  in  its  infancy 
to  1985,  when  the  demand  for  more  and  higher  octane  (gasoline  really 
^ets  started  in  a  big-  way.  This  graph  hears  out  the  figures  quoted 
by  Mr.  Egloif  in  his  rejMirt  to  tlie  Oil  Petroleum  CongTess  in  Paris 
in  the  month  of  June  1937.  Likewise,  the  American  Petroleum 
Institute's  estimate  that  without  cracking,  tlie  1987  demand  for  petro- 
leum products  would  have  re(iuired  1.000,000,000  more  barrels  of  crude 
oil,  emjjliasizes  the  benefits  which  have  accrued  through  develo})ment 
of  refining  technique. 

We  have  outlined  above  the  past  progress  made  in  refining  and  its 
contribution  to  the  conservation  of  crude  oil.  Assurance  of  increased 
developments  in  the  future  to  the  same  end  is  found  in  hydrogena- 
tion,  catalytic  ci'acking,  polymerization,  isomerization,  alkylation, 
and  their  numerous  variants,  which  can  be  expected  to  become  even 
more  effective  in  the  immediate  future.  The  dispersion,  transforma- 
tion, and  recombination  of  molecules  effected  by  these  processes  result 
in  savings  by  either  converting  previous  wastes  to  useful  purposes  or 
by  permitting  increased  power  from  a  unit  of  given  pro):)ortions. 

I  skipped  the  rest  of  that  statistical  data. 

I  wish  to  direct  your  attention  to  the  trend  of  petroleum  selling- 
prices  which  has  accompanied  the  improvement  in  technique  we  have 
discussed.  The  Bureau  of  Labor  Statistics  index  of  wholesale  com- 
modity prices  uses  1926  as  its  basis  for  comparative  pur])oses,  and 
thus  assigns  an  index  of  100  to  prices  existent  then.  The  Labor 
Bureau  index  for  wholesale  prices  of  petroleum  products  decreased 
from  100  in  1986  to  55.9  in  1988  for  a  percentage  decline  of  44.1 
percent.  During  the  same  j)eriod  the  decline  in  price  of  all  com- 
modities was  21.4  percent.  These  figures  nidicate  the  unit  savings 
passed  on  to  the  public  in  addition  to  the  increased  quality  of  the 
products  sold  the  public  compared  to  the  savings  realized  in  other 
products.  During  the  same  period,  California  refinery  gasoline  prices 
declined  from  11.8  cents  pei-  gallon  to  7.1  cents  for  a  decline  of  87 
percent.  The  record  measured  by  these  statistics  indicates  in  my 
opinion  that  the  petroleum  industry  has  served  the  public  well 
through  making  available  higher  (luality  products  and  at  the  same 
time  permitting  the  public  to  buy  them  at  substantially  lower  prices. 

Mr.  WoLVERTON.  That  7.1  is  the  very  figure  I  used. 

Mr.  BEDixnv.  Yes.  sir. 

Mr.  AVoLVERTON.  And  yet  the  Texas  price  is  5.4. 

Mr.  Beddow.  As  I  said  before,  my  only  explanation — I  am  3  years 
in  the  State.  My  only  explanation  for  that  difference  is  the  fact  that 
probably  in  ])revious  times  there  Avas  an  overabundance  of  heavy  oil 
produced  in  this  State.  l)ut  T 

Mr.  WoLvmiTON.  And  it  could  occur  again  if  there  was  not  proper 
limitation  of  the  ))roduction. 

Mr.  Beddow.  That  I  am  inclined  to  believe  personally  will  not  occur, 
because  I  Ijelieve  we  oil  men  are  learning  something  as  we  go  along 
on  what  is  necessary. 
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Mr.  WoLvERTON.  Your  statenient  that  it  will  not  occur  again  is 
-prabably  a  cft8«  of  the  wish  bein^'  father  to  the  thought;  but,  never- 
theless, the  possibility  is  there  so  long  as  there  is  no  limitafron  of  pro- 
duction by  law;  as  long  as  you  depend  on  voluntary  curtailment,  as 
pointed  out  by  Mr.  Pemberton  in  his  letter  to  the  Atkinson  committee. 

Mr.  Beddow.  AVelb  1- — it  })robably  would  be  just  as  easy  for  you  to 
get  me  all  balled  up  as  it  was  Mr.  Pemberton. 

Mr.  WoLVERi\)N.  No;  that  would  not  be  as  easy  for  the  reason  you 
are  not  testifying  one  way  at  one  time  and  another  way  at  another. 

Mr.  Beodow.  The  point  I  would  like  to  leave  with  you  gentlemen  is 
I  believe  we  ai-e  sincere  when  we  say  that  we  realize  the  gravity  of 
the  situation  and  that  if  given  a  little  time  we  can  and  will  further 
bring  about  a  control  of  tliis  industry  that  will  not  make  it  necessary 
to  have  so  much  Government  control,  so  that  we  will  not  know^  from 
one  day  to  another  what  to  expect,  because  it  seems  like  it  is  almost 
impossible  to  make  these  Government  agencies  work  close  enough  to 
the  small  or  so-called  independent  or  small  refiner. 

Mr.  WoLM^UTON.  Well,  of  course,  there  has  been  some  reference 
made  to  the  N.  R.  A.  During  yesterday's  session  I  sought  to  under- 
stand in  my  own  mind  aside  from  administratitm  what  was  the  dif- 
ference in  basic  principle  between  N.  R.  A.  and  what  you  are  doing 
now  \vith  your  central  committee.  In  other  words,  regardless  of 
what  might  be  said  for  or  against  the  N.  R.  A. — and  I  frequently 
hear  people  rail  against  the  N.  R.  A.  in  Congress  who  voted  for  it. 
[Laughter.  I  I  am  not  making  any  personal  allusion — but  the  basic 
principle  of  N.  R.  A.  was  to  stabilize  industry  at  a  time  of  falling 
prices.  I  think  it  was  about  that  time  that  the  oil  industry  was 
getting  10  cents  a  bari-el  or  something  like  that  in  Texas,  at  least 
there  was  a  time  when  it  did. 

Mr.  Beddow.  Yes. 

Mr.  WoLVERTON.  And  there  was  general  accord  of  the  necessity  of 
tlie  N.  R.  A.  or  some  Federal  protection  against  dropping  prices  and 
to  stabilize  industry.  I  think  even  those  who  voted  for  it  and  were 
favorable  to  it  at  the  time  changed  their  opinion  with  respect  to  it 
at  this  time  largely  because  of  the  manner  in  which  it  M^as  adminis- 
tered. It  attempted  to  do  too  nmch.  I  think  General  Johnson  ad- 
mits that  fact,  but  the  basic  principle  was  to  stabilize  industrj?  through- 
out this  country,  not  only  oil  but  all  industry. 

Mr.  Beddow.  That  is  right. 

Mr.  Woia'erton.  It  sought  to  do  just  exactly  \\  hat  you  are  attempt- 
ing to  do  with  your  central  conmiittee.  By  limitation  of  production 
you  are  trying  to  stabilize  your  industry.  Xow,  in  all  of  our  hearings 
5  years  ago  we  were  asked  to  pass  tliese  laws  because  of  a  fear  of  a 
chaotic  condition  that  might  result.  In  other  words.,  the  thought  was 
to  stabilize  the  industry.  They  did  it  in  the  name  of  conservation, 
but  I  never  lost  sight  of  the  fact  that  the  industry  itself  was  interested 
very  largely  from  the  standpoint  of  stabilizing  its  industry.  I  am 
not  condenniing  it  nor  criticizing  it  at  this  time:  I  am  just  stating  the 
facts  as  I  see  them. 

Now,  as  I  take  it,  all  of  these  things  you  ai-e  fearful  of.  especially 
as  to  how  far  the  Goverinnent  might  go  in  what  it  thought  necessary 
to  stabilize  your  industry  or  how  far  they  might  go  in  the  direction  or 
for  the  protection  of  the  ordinary  consumer  in  stabilizing  your  in- 
dustry.    You  folks  want  to  liave  the  full  say  as  to  how  you  shall 
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stabilize  your  industry — maybe  you  are  ri<j:lit — I  don't  know :  that  is 
Avhat  we  are  here  to  learn  about,  listeninji'  to  everything  that  you  have 
to  say  on  that  subject. 

Mr.  Beddow.  You  might  say  from  a  personal  standpoint,  I  believe, 
that  there  are  many  people  that  feel  a  good  deal  like  I  do  in  regard 
to  this  almost  overwhelming  volume  of  new  laws  that  are  being 
passed — that  there  are  many  of  those  fellows  in  the  common  walks 
of  life  that  cannot  grasp  the  thing  as  fast  as  it  is  going.  I  feel 
that  there  is  so  doggoned  many  laws  being  passed  that  the  public  ig 
unable  to  digest  them.  I  believe  that  most  of  us  are  ready  and  willing 
to  abide  by  the  laws,  and  also  that  we  want  to  abide  by  the  laws, 
but  Ave  cannot  lose  sight  of  the  fact  that  we  must  protect  our  own 
industry,  our  own  lives,  and  that  these  laws  that  are  being  admin- 
istered by  different  bureaus,  the  ordinary  people  are  not  able,  in  my 
estimation,  and  get  the  protection  of  those  laws,  because  we  cannot 
furnish  enough — what  will  I  say — lawyers,  to  keep  us  protected: 
but  it  has  gotten  to  where  it  looks  like  we  have  to  have  a  lawyer  at 
our  side  every  time  or  all  the  time  to  tell  us  what  we  can  or  should 
not  do. 

Mr.  Holmes.  And  most  of  the  i-egulatory  laws  have  been  cock- 
eyed, haven't  they? 

Mr.  Beddow.  Yes. 

Mr.  Cole.  And  for  Mr.  Holmes"  benefit  you  are  talking  about  your 
own  company  lawyers  now? 

Mr.  Beddow.  I  am  talking  about  all  of  the  conditions  that  are  mak- 
ing it  necessary  for  us  people  to  have  to  depend  on  so  much  legal 
advice  that  we  do  not  have  a  chance  to  develop  our  own  ideas. 

Mr.  Holmes.  I  had  reference  to  the  administration  of  these  laws. 
However,  you  bring  a  thought  to  my  mind  about  lawyers.  I  have 
the  distinction  of  serving  with  four  lawyers  on  this  connnittee,  and 
T  am  just  an  ordinary  layman:  and  I  think  the}'  are  the  finest  group 
of  men  that  I  have  ever  associated  with. 

Mr.  WoLVERTOx.  As  one  of  the  lawyers,  permit  me  to  say  we  are 
glad  to  have  the  benefit  of  your  business  experience. 

Mr.  Holmes.  Having  had  association  with  trade-oro-anization 
Avork  for  over  30  years,  I  call  to  yonr  attention  one  provision  in  the 
Recovery  Act  that  Aviped  out  or  nullified  the  Sherman  antitrust  law 
Avhich,  in  my  opinion,  has  outgroAvn  its  usefulness,  because  it  is  not 
in  any  Avay,  shayje,  or  manner,  doing  Avhat  the  act  Avas  intended  to  do. 
In  my  opinion,  it  is  phrased  in  such  language  that  it  can  be  applied 
only  in  certain  s])ecific  instances.  That  one  ]>rovision  in  the  Recov- 
ery Act  Avas  all  that  Avas  necessary  for  me,  and  I  voted  for  it  Avith  the 
desired  hope  that  it  Avonld  be  beneficial  to  all  industry. 

You  told  ns  yesterday  or  the  day  before  about  the  gi-oup  of  men 
Avho  had  administered  the  act  out  here.  In  my  line  of  business  they 
set  up  a  coordinator,  and  I  Avent  doAvn  to  see  him  after  he  opened  his 
Washington  office.  He  Avas  an  auditor  by  profession,  with  no  expe- 
rience in  manufacturing,  and  yet  he  Avas  administrator  of  onr  group. 

I  do  not  hesitate  to  say  that  Ave  haA'e  dcA'eloped  in  Washington  to- 
day a  system  of  i-emote  control  of  business.  Even  the  President  is 
inclined  to  take  control  of  the  industry  of  California  by  remote 
control. 

I  want  to  insei't  in  the  record  here  tAvo  telegrams  sent  from  Wash- 
ington. D.  C,  by  the  President  to  GoAernor  Olson,  of  your  State, 
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that  illustrate  the  point  of  remote  control  that  I  am  making.     They 
indicate  a  desire  in  Washington  to  direct  your  own  internal  affairs. 

Hon.  CuLBJ:iJT  L.  Olson, 

Governor  of  California,  State  Building,  tian  Francisco. 
I  am  ill  full  accord  with  the  favorable  endorsement  by  the  Navy  and  Interior 
Departments  of  the  California  oil  and  gas  conservation  law,  the  Atkinson 
bill,  which  will  be  ^■oted  upon  at  the  special  election  on  November  7.  You  know, 
as  I  do  that  an  adequate  supply  of  oil  at  reasonable  prices  is  vital  to  the  well- 
being  of  the  people  of  Calofornia  and  the  whole  Nation  and  also  that  oil  is  of 
paramount  importance  to  the  national  defense.  Overproduction  means  waste, 
and  waste  means  higher  prices,  both  for  domestic  consumption  and  for  pur- 
ix)ses  of  national  defense.  My  view  is  that  Atkinson  law,  if  put  into  effect, 
will  contribute  to  best  interests  of  the  State  and  of  the  Nation.  You  have  my 
best  wishes  in  your  efforts  to  give  this  law  a  chance  to  prove  its  effectiveness. 

Franklin  D.  Roosevelt. 

And  to  follow  up  that  telegram,  another  one  came  along  from  the 
White  House,  Washington,  D.  C. : 

Governor  Olson, 

Fresno,  Calif.: 

Lest  there  be  any  question  about  the  attitude  of  the  Federal  administration  iu 
regard  to  the  oil-control  bill  to  be  voted  on  in  California  on  Tuesday,  let  me 
.set  it  forth  in  words  of  the  utmost  simplicity. 

First,  we  believe  its  adoption  will  help  all  of  the  many  oil-producing  States  to- 
regulate  national  production  and  stabilize  employment  in  this  vital  industry. 

Second,  as  Commander  in  Chief,  I  believe  it  will  help  national  defense,  and 
therefore  benefit  the  Army  and  Navy. 

Ycni  are  at  full  liberty  to  use  this  telegram,  and  I  send  you  my  warm  regards. 

Franklin  D.  Roosevelt. 

Here  you  have  an  illustration  again  where  the  Federal  Government 
cari'ies  out  its  domineering  influence  to  guide  the  destinies  of  a  State. 
And  with  these  activities  I  don't  wonder  at  all  you  men  are  fearful  of 
the  ultimate  results  of  national  legislation  to  control  your  industry. 
I  am  not  in  your  business,  I  am  a  consumer  of  oil.  I  represent,  I 
sui^pose,  on  this  connnittee,  the  consumer  viewpoint,  because  we  pro- 
duce no  oil  in  Massachusetts. 

So  that  whatever  legislation  may  be  enacted  to  cover  this  situation — 
and  if  the  emergency  exists — from  a  national  defense  or  a  consumers' 
.standpoint,  it  should  be  phrased  in  such  language  that  would  still 
leave  all  tlie  control  of  industry  in  each  respective  State.  That,  to  my 
way  of  tliinking.  would  be  connnon-sen.se  legislation.  We  should  see 
to  it  that  Federal  domination,  or  any  effort  at  dictatorship  in  this 
great  country  of  ours,  should  not  take  place. 

Mr.  Cole.  I  want  to  offer  this  brief  observation:  If  my  genial  and 
capable  new  associate  on  this  committee,  Mr.  Holmes,  who  has  been 
with  us  as  a  member  but  a  short  time,  had  been  with  this  committee  in 
1934  he  would  Itave  enjoyed  the  experience  with  us  of  being  associated 
with  (Governor  Landon  Avhen  he  advocated  Federal  control — not  State 
control,  but  Federal  control — to  a  very  considerable  extent.  Presi- 
dent Roosevelt  prefers  the  States  to  handle  this  problem,  as  his  tele- 
grams indicate,  and  that  is  still  his  view;  but  if  the  States  are  unwill- 
ing to  look  to  the  needs  of  the  Nation  as  a  whole,  if  waste  is  prevalent 
in  tlie  production  of  our  petroleum,  he  advocates  Federal  legislation. 
If  the  people  of  California  only  knew  of  the  intense  and  sincere  inter- 
est IVesident  Roosevelt  and  Secretary  Ickes  have  in  this  great  State, 
their  expression  of  interest  in  the  recent  November  election  would,  I 
believe,  have  been  more  appreciated. 
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Mr.  Beddow.  In  conclusion  let  nie  say  that  over  the  period  (;f  years 
since  1920  when  I  first  became  associated  with  oil  refinin<r  and  before 
that  to  early  boyhood  when  I  started  in  the  coal  mines,  I  have  come 
to  have  a  very  hi<ih  ie<>ard  for  the  Bnrean  of  Klines  and  tlie  many 
men  of  hi<j:h  caliber  who  have  directed  the  work  of  tiiat  Bureau,  but 
I  must  admit  th.it  I  feel  that  if  we  had  had  to  wait  until  we  could 
aet  a  rnlino-  from  the  Bureau  before  we  could  make  a  decision  as  to 
how  to  solve  many  problems,  neither  the  coal  noi-  the  oil  industry 
would  have  attained  the  position  they  now  have  in  the  march  of 
j)ro^ress. 

Mr.  Cole.  Thank  you.  We  have  remainin<r  Mr.  Whaley  and  Mr. 
Johnson  of  this  ^rouj).     Is  that  correct,  Mr.  Johnson  ? 

Mr.  Johnson.  That  is  correct. 

Mr.  Cole.  Two  more.     Tlie  committee  mad''  some— — 

A  Voice.  And  Mr.  Kluth. 

Mr.  Cole.  The  connnittee  made  some  en»a<2:ements  this  afternoon 
which  will  take  us  to  several  of  the  producing  fields  in  this  vicinity, 
engagements  which  cannot  be  broken  at  this  time.  Yoii  gentlemen 
realize  how  next  to  impossible  it  is  for  the  chairman  to  gage  the  time 
that  witnesses  will  take.  [Laughter.]  These  hearings  are  held  solely 
on  the  basis  of  requests  which  come  to  me.  I  thought  it  would  be  pos- 
sible to  conclude  oui'  hearing  this  morning.  But  to  give  everybody  a 
full  chance,  an  opportunity  to  be  lieard,  we  will  recess  at  this  point 
until  7:30  o'clock  tonight  in  order  to  hear  at  night  session  the  addi- 
tional witnesses.     Recess  until  at  7:  30  tonight. 

(Whereupon  a  rece.ss  was  taken  until  7:  30  p.  m.  of  this  day.) 

E\T>N1NG    session 

Mr.  Cole.  All  right,  gentlemen,  the  committee  will  come  to  order. 

The  committee  took  a  little  longer  this  afternoon  than  we  expected, 
and  have  been  back  at  the  hotel  just  long  enougli  to  wash,  get  a  glass 
of  water,  and  come  down  without  keeping  you  waiting  to  proceed 
with  the  hearing.  We  intend  to  eat  a  little  later.  So  you  can  appre- 
ciate the  fact  that  we  have  an  appetite  for  something  besides  oil  at  the 
present  time. 

This  afternoon  we  had  the  pleasure  of  visiting  through  the  fields 
close  to  Los  Angeles.  Beverly  Hills.  Inglewood.  Rosecrans.  Doinin- 
guez,  Signal  Hill.  Seal  Beach.  Huntington  Beach.  Torrance,  and 
Lawndale.    I  think  that  is  about  all — yes;  and  Baldwin. 

Now,  as  I  understand,  tonight  the  only  witness  reinaining  wl'.o 
requested  time  from  the  committee  prior  to  today  is  Mr.  Joluison  and 
one  other  member  of  your  group. 

Mr.  Johnson.  Mi-.  Kluth  and  Mr.  Whaley.  I  have  his  statement, 
which  he  asked  me  to  hand  in.  in  view  of  the  strenuous  circumstances 
that  you  gentlemen  have  been  through. 

Mr.  Cole.  Is  Mr.  Whaley  here? 

Mr.  Johnson.  No  ;  he  is  not. 

Mr.  Cole.  Do  you  want  to  file  Mr.  Whaley's  statement  at  this  time? 

Mr.  Johnson.  Yes,  sir. 

Mr.  Cole.  Mr.  Whaley  is  with  the  Barnsdall  Oil  Co.  ? 

Mr.  Johnson.  That  is  right. 

Mr.  Cole.  The  statement  of  Mr.  W.  C.  Whaley  will  be  received  and 
made  a  part  of  the  record. 
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STATEMENT  OF  W.  C.  WHALEY 

Mr.  Whaley.  My  name  is  W,  C.  Whale v,  1  am  vice  president  and 
general  superintendent  of  Barnsdall  Oil  Co.,  Avhich  position  I  have 
held  for  the  past  9  years.  During  the  past  25  years  I  have  been  engaged 
in  the  operating  and  production  departments  of  the  oil  industry, 
serving  in  practically  all  positions  of  these  departments. 

Since  the  Barnsdall  Oil  Co.  operates  in  10  California  fields,  ranging 
from  the  low-gravity,  shallow  areas  of  the  San  Joa(iuin  Valley  to  the 
very  light,  dee])  oil  i)roduction  at  Xewhall-Potrero  and  Rosecrans, 
I  luiA^e  had  reasonably  wide  experience  with  California  drilling  and 
production  practices.  Problems  met  by  the  Barnsdall  Oil  Co.  may 
justifiably  be  considered  typical  of  the  problems  met  by  otlier  Cali- 
fornia operators,  and  the  Barnsdall's  drilling  and  production  methods 
can  be  considered  typical  of  the  California  industry  as  a  whole. 

Perhaps  the  simplest  way  to  point  out  the  progress  made  by  the  oil 
industry  in  preventing  avoidable  waste  is  to  describe  modern  methods 
and  equipment  used  to  drill  and  pioduce  an  oil  well. 

Modern  drilling  reaches  much  greater  depths  than  connnon  in  the 
past,  hence  not  only  larger  surface  equipment  but  better  quality  drill 
pipe  and  bits  are  required.  Any  failure  in  these  tools  not  only  results 
in  a  costly  fishing  job  but  also  presents  the  hazard  of  losing  the  hole 
and  leaving  an  oil  zone  unprotected,  Avith  consequent  possibilities  of 
loss  of  recoverable  oil. 

Probably  one  of  the  major  advancements  in  drilling  practice,  as  it 
relates  to  avoidance  of  waste,  has  resulted  froni  the  study  of  drilling 
fluids.  The  relentless  attention  given  to  the  weight  of  the  nuid  circu- 
lated in  the  hole  has  been  responsible  for  reducing  the  number  of 
serious  gas  blowouts,  with  their  resultant  loss  of  reservoir  pressures 
as  well  as  oil  itself.  This  research  has  also  shown  that  the  addition  of 
coloical  material  to  the  mud  reduces  the  amount  of  water  entering 
producing  sands.  Since  water  filtering  into  these  sands  blocks  the 
flow  of  oil  into  the  well  and  thence  to  the  surface,  jn-oduction  has  been 
greatly  increased  by  using  fluids  with  a  high  percentage  of  colloids. 

Improved  coring  equipment  i)ermits  much  better  i-ecovery  of  the 
forination  penetrated,  tliereby  allowing  a  better  study  of  the  pro- 
ducing sands,  and  increasing  o\a'  knowledge  of  their  characteristics. 
In  addition,  the  last  10  years  have  seen  the  introduction  of  the  elec- 
trical survey,  a  device  that  records  the  sand  and  shale  zones  of  the 
well.  This  information  is  invaluable  in  determining  the  exact  zones 
to  produce  and  the  proper  point  at  which  to  cement  casing  to  pro- 
tect the  oil  sands  from  water,  which  would  drown  the  ])roductive 
stratum  and  reduce  the  recovery  of  oil. 

This  brings  us  to  the  problem  of  designing  a  string  of  casing  for 
the  well.  Manufacturers  now  supply  the  industry  with  a  wide  range 
of  sizes  and  grades  from  whicJi  the  operator  selects  the  most  efficient 
combination.  Since  the  life  of  the  well  depends  on  the  ability  of 
the  casing  to  withstand  high  i)ressures  and  corrosive  action  of  the 
formation,  the  industry  exercises  the  greatest  care  in  its  selection  to 
insure  that  the  type  used  is  the  one  which  will  last  longest.  There- 
l)y  the  danger  that  a  failure  of  the  casing  will  result  in  abandonment 
of  the  well  before  all  the  recoverable  oil  lias  been  witlidrawn  fr(mi 
the  formation  is  minimized. 
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When  the  casing  is  run  into  the  well,  it  is  necessary  to  cement 
it  in  order  to  form  a  seal  between  the  casini;  and  the  formation  and 
prevent  water  from  flooding  the  oil  sand.  Due  to  the  higli  tempera- 
tures and  pressures  encountered  in  deep  wells,  the  industry,  with 
the  cement  manufacturers,  has  developed  entirely  new  types  of  ce- 
ment to  successfully  form  this  bond. 

Before  any  oil  can  be  produced  from  the  well,  a  water  shut-off 
test  is  made  to  determine  conclusively  that  all  waters  above  the  oil 
string  are  excluded  from  the  oil  bearing  formation.  The  oil  zone 
is  then  carefully  prepared  at  great  expense  and  a  liner  of  drillable 
material  is  placed  in  the  well,  with  an  analysis  of  the  sand  grains 
determining  the  size  of  the  perforation  to  be  used.  After  this  liner 
has  been  hung  opposite  the  oil  sands,  tubing  is  placed  in  the  well. 
Since  the  tubing  size  and  depth  materially  governs  the  gas-oil  ratios, 
considerable  attention  must  be  given  to  the  selection  of  this  equip- 
ment in  order  to  accomplish  the  utmost  in  conserving  reservoir 
energy. 

The  wellhead  equipment  is  then  installed.  Selection  of  wellhead 
equipment  is  always  made  with  an  eye  to  the  prevention  of  blow- 
outs with  their  resultant  waste  of  gas,  oil,  and  reservoir  energy. 

The  well  is  now  ready  to  start  producing.  It  is  only  necessary 
to  reduce  the  pressure  in  the  well  Ijelow  that  in  the  formation.  In 
years  past  this  was  accomplished  by  lowering  the  fluid  level  by 
swabbing,  which  always  created  a  fire  hazard.  Because  of  this 
danger,  the  practice  of  "swabbing  a  well"  has  practically  disap- 
peared, and  in  recent  years  the  well  fluid  has  been  lightened  by 
circulating  first  water,  then  oil.  and,  if  necessary,  gas.  The  latter 
procedure  has  been  found  to  be  more  efficient  and  less  wasteful,  be- 
cause it  permits  of  greater  control  over  the  well. 

Tlie  productive  capacity  of  the  well  is  determined  as  soon  as  it 
comes  on  production  not  by  flowing  the  well  wide  open  with  loss 
of  gas,  oil,  and  reservoir  energy,  but  by  running  a  depth  pressure 
recorder  at  varying  low  rates  of  ])roduction.  The  production  is 
gauged  and  sampled  by  means  of  closed  type  meters  and  sampling 
devices,  and  the  oil  passes  into  tanks  equipped  with  a  vapor  recovery 
sj'stem,  thereby  avoiding  the  loss  to  the  atmosphere  of  the  lighter 
hydrocarbons. 

Periodic  depth-pressure  surveys  acquaint  us  with  the  particular 
characteristics  involved  in  producing  a  given  well. 

These  data  are  constantly  checked  and  rechecked,  so  that  we  may  be 
ceitain  that  the  well  is  producing  at  as  near  optimum  rates  as  con- 
ditions permit. 

When  the  reservoir  energy  drops  to  a  point  where  the  well  will  no 
longer  flow  naturally,  the  second  phase  of  production  is  commenced 
— that  is  gas  lift.  Continued  studies  of  periodic  bottom  hole  pressure 
surveys  aid  in  applying  flow  valves  and  intermitter  equipment  in  the 
most  efficient  manner,  so  that  the  greatest  ])ossible  amount  of  oil  is 
recovered. 

The  third  stage,  pumping,  involves  the  selection  of  proper  sucker 
rods  and  pumping  units.  The  most  efficient  operation  of  this  equip- 
ment is  based  on  further  studies  of  bottom  hole  pressure  and  fluid 
level  determinations. 

At  some  time  during  these  three  periods  of  productive  life,  edge 
water  will  reach  the  bore  hole  and  require  surface  treatment  to  sep- 
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nrate  the  oil  from  the  water.  This  is  accomplished  by  passing  the 
fluid  through  a  closed  dehydrator  or  wash  tank.  When  this  en- 
croaching Avater  imjjedes  the  entry  of  oil  into  the  well  remedial  work 
must  be  done  to  exclude  the  water.  The  procedure  is  to  locate  the 
source  of  water,  drill  up  the  liner,  place  a  cement  plug  opposite  the 
water  entry,  run  another  liner,  and  place  the  well  back  on  production. 
Possibly  several  rei)air  jobs  will  be  necessary  during  the  life  of  the 
well,  all  f)f  them  made  with  but  one  ]>urpose — to  recover  more  oil. 

Eventually,  and  in  spite  of  the  best  engineering  information  avail- 
able to  the  industry  at  any  given  time,  the  reservoir  energy  of  the  well 
will  drop  to  a  j^oint  where  no  more  oil  is  forced  into  the  bore  hole, 
or  edge  Avater  completely  engulfs  the  |)i-oducing  sand,  and  it  will 
then  become  necessary  to  abandon  the  well. 

I  have  briefly  reviewed  the  ]3resent  methods  and  equipment  used  in 
drilling  and  producing  oil  wells  for  a  twofold  purpose,  first,  to  show 
that  the  oil  industry  is  energetically  developing  more  efficient,  hence 
less  "Avastefur"  methods,  and,  second,  to  furnish  you  at  least  a  partial 
background  for  my  succeeding  remarks,  Avhich  have  to  do  with  the 
practical  difficulties,  from  an  operating  standpoint,  of  applying  the 
provisions  of  H.  R.  7372  to  the  production  of  oil. 

In  order  to  carry  out  its  expressed  policy  of  conserving  oil  re- 
sources, H.  R.  7372  sets  forth  certain  engineering  factors  which  are 
to  be  given  consideration  by  the  Commissioner  in  his  determination  as 
to  Avhether  Avastage  of  oil  exists  in  a  given  oil-producing  area. 

Thei-e  is  no  doubt  that  the  oil  industry  is  as  interested  in  the  con- 
servation of  oil  as  is  the  Federal  Government,  if  for  no  other  than 
purely  selfish  motives  since  it  is  necessai-y  for  an  oil  company  to  main- 
tain its  reserves  of  oil  if  it  is  to  i-emain  in  the  business.  HoAveA^er, 
there  are  many  practical  difficulties  in  applving  the  engineering  fac- 
tors in  H.  R.  7372. 

For  example,  tlie  bill  ])rovides  under  paragraph  (1)  of  subsection 
(b)  of  section  G,  that  the  Commissioner  shall  consider  and  make 
proper  provision  concerning,  as  a  factor  of  waste — 

The  spacing,  location,  drilling,  completion,  or  production  of  any  AA'ell  or  wells 
so  as  to  cause  A\'aste  of  reservoir  energy. 

Practical  difficulties  in  the  application  of  these  factors  immediately 
become  apparent  upon  examination. 

I.  SPACING  AND  LOCATION  OF  WELLS 

It  is  considered  that  there  are  economical  advantages  to  be  gained 
in  folloAving  a  Avide  spacing  program  of  development  as  contrasted 
to  the  ''toAvn  lot''  pattern  of  well  spacing.  That  California  operators 
recognize  this  fact  is  evidenced  by  the  one-Avell-to-20  acre  and  one- 
Avell  to  40-acre  spacing  noAv  folloAA'ed  wherever  possible,  and  illus- 
trated by  the  drilling  programs  in  all  of  the  new  San  Joaquin  Valley 
fields. 

To  put  into  effect  a  Avide-spacing  program  requires,  hoAvever,  that 
land  oAvnership  be  in  large  tracts,  or  that  some  form  of  agreement  be 
reached  Avith  landowners.  This  has  been  attempted  in  many  of  the 
toAvn-lot  fields  discovered  in  California,  Avith  a  considerable  degree  of 
success.  Since  property  oAvnerships  are  involved,  and  since  the 
American  doctrine  of  property  oAvnership  is  a  question  of  laAv,  this 
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committee  has  more  knowledge  of  the  (liffieuUies  involved  in  requir- 
in<i  well-.spacinji:  or  unit -operating-  phms  than  has^  the  })resent  witness. 

Assuniin<j^,  however,  that  it  were  possible  for  the  Commissioner  to 
enforce  a  wide-s))acin<j;  j)Ian  of  development,  there  is  as  y^t  no  known 
means  of  determinin*:-  the  exact  well  spacing"  which  would  result  in 
the  <;reatest  ultimate  recovery. 

Amono;  ])etroleum  engineers  and  ])etroleuni  j^eoloj^ists  there  has 
been  no  general  a<>;reement  as  to  whether  maximum  ultimate  recovery 
can  be  obtained  with  close  well  spacing-  and  wide-open  flow  or  with 
wide  spacing  and  restricted  flow. 

Tliis  fact  is  cited  in  the  statement  flled  with  y(mr  committee  by 
H.  C.  Miller,  senior  ])etroleum  enoineer,  and  G.  JB.  Shea.  ])etroleum 
en<T^ineer,  of  the  ITnited  States  Bureau  of  Mines,  on  page  351  of  the 
printed  report  of  the  hearings  in  Wasliington  during  Noveml)er  1939 
under  a  section  entitled  ''Trend  of  AVell  S})acing." 

Qtioting  Mr.  Miller  and  Mr.  Shea : 

Whether  former  wide-open-flow  methods  and  elose  sijaciiig  were  wtistet'ul  in 
inadequately  draining  the  reservoirs  of  oil  and  in  leaving  large  quantities  of 
oil  unrecovered  in  the  reservoir  sands  when  the  fields  reached  their  economic 
limit  of  production  is  a  debatable  question.  Although  the  preponderance  of 
opinions  expressed  at  meetings  of  engineers  and  published  in  the  technical 
press  seems  to  be  that  such  practices  generally  have  been  inefficient,  cognizance 
should  be  taken  of  exceptionally  high  recoveries  from  some  fields  that  were 
produced  wide  open  throughout  their  flowing  lives  from  wells  closely  spaced 
and  are  now  virtually  depleted  of  oil  and  gas. 

For  instance,  the  Sigiuil  Hill  oil  field,  near  Long  Beach,  Calif., 
is  a  notoriously  closely  drilled  field,  derricks  being  erected  on  50-foot 
lots.  Yet  oil  production  has  totaled  approximately  650,000,000  bar- 
rels to  date,  equal  to  approximately  500,000  barrels  i)er  acre,  there 
being  1,300  productive  acres  in  the  field.  In  spite  of  the  field's  pro- 
duction to  date,  however.  Signal  Hill  is  currently  producing  approxi- 
mately 20,000,000  barrels  per  year  and  is  the  second  largest  producing 
field  in  the  State. 

The  above  is  cited  to  illustrate  the  point  that  wide  well  spacing 
does  not  necessarily  mean  greater  ultimate  recoveries  of  oil. 

II.    DKILI.ING    AND    COMPLETING    WFXLS 

It  has  sometimes  been  alleged  that  oil  waste  results  from  the 
impro})er  exclusion  of  water  due  to  impro])er  casing  programs.  This 
allegation  cannot  well  be  made  in  resi^ect  to  California  well  comple- 
tion since  every  well  in  the  State  before  completion  nuist  ])ass  State 
inspection  to  ])rove  that  the  water  is  excluded.  In  addition,  the 
State  will  not  give  its  ])ermission  to  drill  a  well  until  the  casing 
program  has  been  determined  to  be  a  proper  one  to  exclude  all  water 
from  the  oil  zones.  These  matters  are  already  governed  by  a  State 
statute  which  is  rigidly  enforced  by  the  California  Division  of  Oil 
and  (xas. 

Subject  to  the  rules  of  tlie  division  of  oil  and  gas  and  in  the  drilling 
i.nd  conqdetion  of  wells,  many  engineering  problems  arise  which 
demand  immediate  solution.  Delay  in  many  cases  might  result  in  the 
com|)lete  loss  of  the  well  or  loss  in  the  ultimate  recoveiy  of  oil.  The 
engineers  of  the  division  are  always  available  to  settle  sucli  problems, 
having  the  citrrent  facts  immediately  available. 
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III.    PUODUt'nON  OF  WELLS 

H.  R.  7372  presumes  that  the  Commissioner  will  prescribe  optimum 
rates  of  oil  withdrawal  for  all  pools  in  the  country.  I  am  of  the 
opinion  that  there  is  no  exact,  or  eA-en  nearly  exact,  means  of  deter- 
mini]ig  the  optimum  rate  of  oil  withdrawal  for  any  given  pool,  even 
though  through  core  analysis  aiul  reservoir  studies  we  are  every  day 
gaining  more  kno^\•ledge  on  this  subject.  Some  petroleum  engineers 
tell  us  that  the  '"early  day"'  rates  of  withdrawal  of  10  barrels  per 
acre-foot  daily,  or  even  higher,  were  extiemely  wasteful.  They  are 
of  the  opinion  that  the  daily  rate  of  withdrawal  should  be  oil  the 
order  of  from  0.01  to  0.50  barrel  per  acre  foot,  but  many  of  the 
factors  involved  in  these  determinations  are  controversial,  and  some 
(if  the  factors  to  date  are  actually  indeterminable.  A  few  of  these 
factors  are:  porosity,  permeability,  saturation,  kind  of  oil,  amount  of 
gas  in  solution,  amount  of  free  gas,  amount  of  connate  water,  for- 
mation pressure,  proximity  of  edge  water,  and  available  energy  from 
the  source  of  the  edge  water.  Some  of  these  factors,  such  as  ])orosity 
and  permeal)ility.  we  have  found  to  vary  greatly  over  short  vertical 
intervals  of  a  few  inches  to  a  few  feet.  Also,  we  have  found  that 
these  same  factors  vary  laterally  from  one  well  location  to  the  next 
adjoining  location. 

To  further  illustrate  the  difficulty  facing  the  Connnissioner  under 
this  bill  in  making  tliis  very  important  determination,  please  permit 
me  to  quote  from  the  report  of  H.  C.  Miller  and  G.  B.  Shea,  on  page 
383  of  the  printed  report  of  your  Washington  hearings : 

liecont  sfudios  in  fields  where  producfion  rates  were  controlled  to  the  extent 
that  the  hish-head  edge  water  encroached  into  the  oil  sand  at  approximately 
the  same  rate  as  the  rate  of  withdrawal  of  the  oil  showed  that  a  large  per- 
<;entage  (SO  to  90  percent  and  more)  of  the  oil  had  been  recovered  from  the 
sand  by  the  eneroa thing  water.  Laboratory  experiments  by  Bureau  of  Mines 
engineers  also  showed  oil-recovery  percentages  as  high  as  85  percent  when  water 
displaced  the  oil  in  oil-saturated  sand.  The  experiments  showed  further  that 
in  highly  permeable  (loose)  sand  higher  percentages  of  oil  recovery  may  be 
expected  than  in  tight  sands,  and  for  any  given  sand  the  percentage  recovery 
was  slightly  greater  for  riipid  rates  of  flow  than  for  slow  rates.  This  latter 
tinding.  which  still  nnist  be  veiilled  by  more  experimentation,  is  somewhat  con- 
trary to  the  opinion  by  many  engineer.s,  in  that  it  has  been  thought  for  some 
lime  that  at  slow  rates  of  water  encroachment  oil  recoveries  would  be  higher 
than  at  more  rapid  rates. 

From  the  above  citation  it  is  seen  that  United  States  Bureau  of 
Mines  engineers  have  fomid  conflicting  evidence  on  this  most  impor- 
tant (|uestion  that  your  Connnissioner  will  have  to  decide  f(n-  every 
pool:  namely  as  to  whether  the  highest  ultimate  recovery  is  obtain- 
able under  high  rates  of  water  encroachment  or  under  low  rates  of 
water  encroachment. 

IV.    OAS,    OIL    RATIOS 

The  bill  ])rovides  uiuler  section  6  (b)  (11)  that  the  Commissioner 
shall  considei-  and  make  projier  provision  concerning,  as  a  factor  of 
waste. 

The  operation  of  any  well  i)roducing  crude  oil  with  an  inefticient  gas-oil  ratio. 

It  is  presumed  that  the  Commissioner  would  be  expected  to  order 
all  wells  in  a  pool  to  be  limited  by  a  specified  "maximum"  gas-oil 
ratio,  although  the  wording  could  be  interpreted  to  mean  that  all 
wells  wotdd  be  made  to  j^rodiice  to  their  "optimmn"  gas-oil  ratio. 
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By  "optimum''  <rrtS-oil  ratio  is  meant  the  most  efficient  or  lowest  j^as- 
oi]  ratio. 

In  the  former  case  it  woulcl  be  approved  to  ])roduce  a  well  as  long 
as  its  ratio  of  <>:as  to  oil  did  not  exceed  a  specified  "maximum"  figure 
of,  say,  2,000  cubic  feet  per  barrel  for  all  wells  in  the  pool,  at  which 
time  the  oil  production  might  be  thereby  limited  to,  say,  50  barrels  per 
day.  In  the  second  case  it  might  be  determined  that  a  well  was  jjro- 
ducing  its  "optimum''  ratio  when  the  well  was  producing  1,000  cubic 
feet  per  barrel,  and  it  would  then  be  expected  to  hold  to  that  ratio, 
which,  in  oil  production,  might  be  as  high  as  500  barrels  per  day. 

Whatever  interpretation  is  made  by  the  Commissioner,  it  will  be 
very  difficult  to  have  any  general  order  ai)ply  to  all  wells  in  a  pool  in 
California  because  most  pools  have  wells  that  vary  tremendously  in 
gas-oil  ratios.  Any  order  to  be  etfective  and  apply  uniformly  to  all 
wells  in  a  pool  might  have  the  effect  of  causing  some  wells  to  be 
entirely  shut  in,  and  the  question  then  arises  as  to  what  would  take 
place  if  some  peculiarly  located  property  had  all  its  wells  closed  down 
by  the  order.  Under  the  present  California  law  the  lessor  would  have 
cause  for  damages  against  the  lessee  for  not  ])rotecting  his  property 
from  drainage,  yet  the  operator  could  do  nothing  if  he  were  complying 
with  a  Government  order.  He  would  be  placed  in  the  position  of 
having  to  choose  between  being  sued  by  his  lessor,  or  violating  a 
Federal  order  and  running  the  risk  of  having  to  pay  a  fine  of  $1,000 
per  day  and  face  imprisonment  for  2  years. 

CONCLUSION 

In  concluding,  pei-mit  me  to  say  that  in  m}^  opinion  I  have  demon- 
strated that  the  spacing  of  wells  is  not,  nor  can  it  be,  such  an  exact 
engineering  science  that  anyone  can  guarantee  that  any  one  particular 
well-spacing  program  will  result  in  a  greater  ultimate  recovery  than 
any  other  well-spacing  program  or  that  one  well-spacing  program  will 
result  in  the  elimination  of  waste  over  another  well-spacing  program ; 
that  PI.  R.  7372  is  unnecessary  legislation  insofar  as  California  is  con- 
cerned, in  respect  to  elimination  of  waste  due  to  water  or  improper 
casing  j^rograms  since  these  matters  are  already  governed  by  a  statute 
which,  as  heretofore  said,  is  rigidly  enforced  by  the  division  of  oil 
and  gas;  that  H.  R.  7372  imposes  an  impossible  task  on  the  Commis- 
sioner and  makes  him  superhuman  when,  imder  the  act,  he  is  to 
prescribe  an  optimum  i-ate  of  withdrawal  from  all  the  ];)ools  in  the 
counti-y,  since  the  Government  engineers  who  haA^e  already  testified 
are  not  in  accord  as  to  the  |)roper  rate  of  withdrawal:  that  because 
of  natural  reasons  there  are  no  two  wells  alike,  and  optimum  gas-oil 
ratio  is  impossible. 

Mr.  Cole.  I  will  be  very  glad  to  file  it.  If  you  have  copies  of  the 
statement  you  can  file  them  with  the  connnittee. 

My.  Johnson.  He  only  gave  me  one  copy. 

Mr.  Cole.  All  right.  * 

Mr.  Johnson.  I  think  we  can  get  more  if  you  wish. 

Mr.  Cole.  Well,  we  might  read  them  on  the  way  back  to  Wash- 
ington as  it  will  be  some  time  before  the  printed  record  is  out. 

Mr.  Johnson.  If  you  will  tell  me  where  to  mail  them  to  you  in 
vSan  Francisco  I  will  be  glad  to  do  that. 
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Mr.  Cole.  Very  well.  I  will  be  glad  to  do  that.  Very  well,  Mr. 
Johnson.     Do  you  have  copies  of  your  statement,  Mr.  Johnson?" 

Mr.  Johnson.  I  have  but  one  copy.  The  typing  was  just  finished 
this  morning  and  I  made  some  pen  and  ink  corrections  on  the  copy 
I  am  about  to  use.  I  would  appreciate  it  if  this  copy  could  be 
returned  to  me  to  make  the  corrections  and  then  I  will  give  them  to 
your  committee. 

Mr.  Cole.  Mr.  Johnson,  you  may  })roceed  with  the  usual  intro- 
ductory statement. 

STATEMENT  OF  C.  A.  JOHNSON 

Mr.  Johnson.  My  name  is  C.  A.  Johnson.  I  am  a[)pearing  for  Oil 
Producers  Agency  of  California,  of  which  I  am  a  vice  president,  i 
liave  managed  two  small 

A  Voice.  We  cannot  hear  the  gentlenum  back  here.  We  would  like 
to  hear  him  back  in  the  end  of  the  room. 

Mr.  Cole.  If  we  put  the  witness  back  there  we  cannot  hear  him  up 
liere.  The  microphones  are  not  connected  tonight.  I  think  nuiybe  if 
the-  witness  will  turn  a  little  so  as  to  give  others  in  the  room  the 
benefit  we  can  hear  you  very  well.  We  can  hear  you  I  am  sure.  Is 
that  satisfactory^ 

Mr.  Johnson.  I  have  managed  two  small  independent  producing 
companies  for  the  past  17  to  19  years.  All  members  of  the  agency 
are  independent  |)roducers,  with  the  exception  of  a  very  few  royalty 
owners. 

Gentlemen  of  the  conmiittee.  I  greatly  appreciate  the  opportunity 
of  ap})earing  before  you.  which  I  do  as  a  layman  of  the  oil  industry, 
that  is,  I  am  neither  a  lawyer  nor  an  economist,  and  if  I  mention 
matters  which  verge  on  questions  pertaining  to  either  of  those  pro- 
fessions. I  shall  merely  be  stating  my  conclusions  as  a  layman,  not 
qualified  to  discuss  them  as  a  member  of  the  appropriate  profession 
would  be  able  to  do. 

I  am  presenting  my  testimony  in  three  parts;  that  is,  first,  discus- 
sion of  the  bill;  second,  application  of  the  bill;  and  third,  some 
attainments  possible  under  the  bill. 

Part  1.  Discussion  of  the  bill :  As  a  result  of  examining  H.  R,  7372, 
1  have  reached  certain  conclusions  in  regard  to  it  and  I  am  convinced 
that  its  enactment  would  not  further  the  conservation  of  petroleum 
by  the  elimination  of  wasteful  practices  and  methods  as  contemplated 
in  the  "Findings  and  declaration  of  policy"  of  the  bill.  By  that  I 
mean  to  say  that  I  believe  the  progress  being  made  by  the  industry 
itself  would  not  be  accelerated  by  Federal  Government  control.  On 
the  contrary,  it  is  possible,  and  I  think  it  is  likely  that  such  progress 
would  be  retarded, 

I  do  not  see  how  anyone  at  all  familiar  with  oil  production,  who 
attempts  to  visualize  an  effort  to  make  ])ractical  application  of  the 
provisions  of  the  bill,  can  reach  any  other  conclusion,  and  many 
experienced  petroleum  engineers,  as  well  as  practical  men,  with  whom 
I  have  discussed  the  subject,  agree  with  this  view.  The  powers  with 
which  the  Commissioner  would  be  clothed  by  the  terms  of  the  bill 
are,  to  some  extent  at  least,  of  an  arbitrary  nature.  I  presume  this 
was  deemed  necessary  to  the  purpose  of  the  bill.  At  any  rate,  it 
woidd  be  unwise  to  assume  that  the  power  might  not  at  times  be 
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arbitrarily  exercised.  For  these  reasons  I  feel  deeply  coiiceriied 
with  respect  to  lesults  which  mioht  follow  enactment  of  the  bill,  and 
this  I  believe  is  true  of  the  industry  as  a  whole. 

There  are  several  ano;les  to  the  impracticability  of  administering 
the  provisions  of  the  bill  so  as  to  attain  its  declared  objectives  by 
the  application  of  acce])ted  engineering  methods,  two  of  which  I 
desire  to  emphasize  in  support  of  my  testimony.  I  refer  to  the  fact 
that  the  bill  will  not  displace  the  h\\\  of  capture,  and  that  it  does  not 
permit  the  Connnissioner  to  enforce  unit  control  of  operations,  both 
of  which  conditions  Government  witnesses  appearing  for  this  bill 
have  testified  are  essential  to  a  realization  of  the  avowed  purpose  of 
the  bill,  i.  e.,  conservation.  In  support  of  that  statement,  I  will 
first  quote  from  the  record  testimony  of  Mr.  Ralph  J.  Watkins. 

Mr.  Chairman,  I  have  several  quotations  under  most  of  these 
subjects,  and  in  order  to  conserve  time,  1  will,  if  it  is  satisfactory  to 
you,  read  but  one  or  two  which  I  deem  most  essential,  with  th& 
understandino;,  however,  that  the  others  will  be  in  the  record. 

Mr.  Cole.  Very  well,  sir. 

Mr.  Johnson.  Page  468: 

The  basic  conclusion  of  the  National  Resources  Committee  iu  the  energy- 
resources  study  was  that  conservation  in  this  industry  means  scientific  manage- 
ment of  oil  and  gas  pools.  Although  the  right  of  capture  has  been  modifietr 
somewhat,  it  needs,  in  the  words  of  the  National  Resources  Committee,  to  be 
completely  displaced  by  a  thoroughgoing  law  of  ownership  in  place,  which 
would  allot  to  each  producer  that  proportion  of  the  oil  and  gas  in  the  common 
reservoir  which  underlies  the  land  he  owns  or  controls. 

And  then  the  testimony  of  Mr.  Ben  E.  Lindsly,  recorded  on  page 
485: 

I  do  not  see  how  the  bill  can  accomplish  the  things  that  it  proposes  t«> 
accomplish  without  some  kind  of  unit  control  of  oil  fields.  It  is  just  impossible; 
it  cannot  be  done. 

Mr.  Watkins  was  chairman  of  Energy  Resources  Committee  and 
director  of  its  research  staff.  On  page  469  of  the  record  he  summed 
up  the  import  of  the  findings  of  the  National  Resources  Committee 
study  in  paragraphs  numbered  one  to  six.  inclusive.  In  this  sum- 
mary the  rule  of  capture  is  criticized,  and,  inferentially,  unit  control 
is  recommended.  Also,  in  "Energy  Resources  and  National  Policy," 
the  report  of  the  "Energy  Resources  Committee"  to  the  "National 
Resources  Committee"  of  which  latter  committee  Hon.  Harold  L. 
Ickes,  Secretary  of  the  Interior,  was  chairman,  it  is  made  perfectly 
clear  that  the  committee  strongly  recommends  unitization  as  a  means 
of  preventing  waste.  Nearly  nine  pages  of  that  report  (pp.  216 
to  225)  are  wholly  devoted  to  the  subject,  and  frequent  and  extensive 
references  to  it  are  made  elsewhere  in  the  report.  On  page  24, 
second  column,  of  "Energy  Resources  and  National  Policy."  is  iden- 
tically the  same  language  as  used  by  Mr.  Watkins  in  the  latter  part 
of  his  testimony  which  I  have  quoted  as  appearing  on  page  46s 
of  the  record. 

The  quotations  I  have  read  are  conclusive  on  the  points  of  dis- 
placement of  the  law  of  capture  and  compulsory  unitization  being 
essential  to  the  purposes  of  the  bill,  but  it  is  quite  obvious  that  the 
provisions  of  the  bill  could  not  accomplish  unitization  with  respect 
to  existing  fields,  and  on  that  point  I  should  like  to  quote  from  the 
record  as  follows: 
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Mr.  WoLvERTON.  From  the  tostiraouy  tliat  came  before  us  day  before  yesterday, 
it  would  seem  that  there  were  very  few  pools  that  were  now  being  operated  on 
the  unit  system.  I  think  if  I  recollect  correctly,  it  was  18')  pools  of  3,(K)0  existing 
iwols.  Thus,  while  there  nii«ht  be  agreement  as  to  the  advisability  of  having  such 
a  system,  yet.  for  some  reason  or  other  it  seems  to  have  been  ditticult  to  place  in 
operation. 

Secretary  Ickks.  Ditiicult  to  make  it  retroactive. 

Mr.  WoiAERTON.  I  beg  your  pardon. 

Secretary  Ickes.  Difficult  to  make  it  retroactive. 

Not  only  is  unitization  of  old  fields  not  authorized  under  the  terms 
of  the  bill  but  it  is  equally  clear  that  unitization  coidd  not  straight- 
forwardly be  required  with  respect  to  new  fields  under  the  terms  of 
this  bill  or  any  Federal  bill,  and  that  unitization  could  not  be  accom- 
plished at  all  except  (m  Federal  lands. 

I  sliall  ao;ain  quote  from  the  I'ecord.  I  have  some  quotations  here 
by  Mr.  AVatkins  which  I  will  not  read,  but  I  will  read  one  from  Mr. 
Ickes'  testimony  appearing  on  page  540: 

Mr.  WoT-vEBToN.  I  did  not  understand  that  that  law — 

He  wa,s  referring  to  the  law  of  1985 — 

went  to  the  extent  of  giving  authority  to  i-equire  such  an  agreement  on  private 
land. 

Secretary  Ickes.  Public  lands. 

Mr.  Woi.vERTON.  That  is  quite  different. 

Secretary  Ickes.  There  is  no  law  applying  to  private  lands. 

I  have  some  more  quotations  under  that.  It  appears  also  that  there 
is  no  intention  under  the  provisions  of  the  bill  to  take  jurisdiction  over 
unitization.  This  view  is  confirmed  by  testimony  of  Secretary  Ickes, 
wdich  I  quote  from  page  540  of  the  record : 

Mr.  WoLVERTON.  Then  1  assume  there  is  no  intention  under  the  provisions  of 
this  bill  to  take  jurisdiction  in  matters  of  that  kind? 
Secretary  Ickes.  That  is  correct. 

There  are  then  no  State  Iravs.  and  legislation  by  States  is' necessary 
if  unit  operations  are  to  be  conq^elled  by  law.  This  is  evidenced  by 
further  testimony  of  Secretary  Ickes,  which  I  quote  from  the  record. 
In  response  to  a  question  by  Mr.  Wolverton,  on  page  539,  as  to  whether 
why  there  are  any  State  laws  to  compel  unit  operations,  he  asked  if 
Secretary  Ickes  knew  of  any,  and  Secretary  Ickes  answered: 

No ;  we  have  none. 

Furthermore,  in  '"Energy  Resources  and  National  Policy,"  there 
appears  at  the  top  of  the  first  column  on  page  217,  the  following  state- 
ment : 

Effective  unit  operation  remiires  the  compulsory  pooling  of  both  operator  and 
lease  interests.  Such  an  arrangement  undoubtedly  would  require  State  legisla- 
tion providiJig  for  unit  agreements  and  new  lease  forms  to  replace  present  lease 
obligations. 

And  in  the  second  column  on  page  285  of  the  same  publication,  under 
captioit  "Legal  Basis  for  State  Regulation,"  is  the  following  state- 
ment : 

State  regulation  of  the  oil  and  gns  industry  is  based  upon,  political  power  and 
its  use  to  provide  for  the  general  welfare.  It  has  been  suggested  that  this  power 
is  already  sufficient  for  the  initiation  of  a  system  of  unit  operation,  although 
a  further  change  in  the  law  of  ownership  of  mineral  rights  would  probably 
be  required. 
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Nothing  could  be  plainer  than  the  disbelief  of  the  "Energy  Re- 
sources Committee''  in  the  authority  of  the  Federal  Government  to 
compel  unit  operations,  but  it  did  set  forth  its  rea.sons  for  believing 
the  State  can  do  it.  If  only  the  States  may  legislate  to  compel  the 
unitization  which  it  has  been  testified  is  so  essential  to  the  successful 
administration  of  the  bill,  it  seems  rea,sonable  to  l^elieve  that  the 
States  would  also  insist  on  control  of  the  fields  in  the  event  they  re- 
quired their  unitization. 

On  the  groiuid  that  the  bill  does  not  authorize  the  compulsory 
iniitization  deemed  by  its  proponents  to  be  so  essential,  if  on  no  other, 
the  bill  must  be  rejected  insofar  as  its  effectiveness  as  pttrely  a  waste- 
prevention  measure  is  concerned,  in  view  of  which  it  seems  to  me  de- 
sirable to  examine  its  possibilities  in  other  directions,  and  inasmuch  as 
either  the  }n-evention  of  avoidable  waste  or  stabilization,  or  both,  seem 
generally  to  be  regarded  as  the  objective  of  any  plan  which  may 
curtail  the  production  of  oil.  it  appears  to  be  in  order  to  briefly 
consider  the  bill  from  the  standpoint  of  stabilization. 

There  is  ijot  found  in  the  language  of  the  bill  any  reference  to 
supply  and  demand.  It  is  silent  upon  the  subject  of  excessive,  in- 
stifficient,  or  economic  stocks  of  oil  and  refined  products  of  oil.  Such 
items  as  cost,  price,  profit,  and  loss  are  not  mentioned.  Secretary 
Ickes  testified  in  effect  that  the  bill  places  no  limitation  on  production 
except  as  it  may  result  from  reducing  physical  waste,  as  follows 

Mr.  WoLVERTON.  Mr.  Johnson,  will  you  })ermit  an  interruption  ? 

Mr.  JoHN.soN.  Cei"tainly. 

Mr.  WoLVERTON.  I  noticed  from  your  statement  you  stated  this  bill 
should  be  rejected  because  it  does  not  provide  for  unitization. 

Mr.  Johnson.  Because  it  does  not  and  cannot  bring  about  unitiza- 
tion which  it  is  stated  is  necessary  to  attain  the  objective  of  the  bill. 

Mr.  WoLVERTON.  If  the  bill  sought  to  provide  a  system  of  unitiza- 
tion, would  you  favor  it  ? 

Mr.  Johnson.  No.  sir. 

Mr.  WoLVERTON.  Then  you  are  placing  your  objection  u])on  a  basis 
that  the  bill  does  not  go  as  far  as  the  proponents  thought  it  should 
and  others  are  opjjosing  it  because  it  goes  too  far? 

Mr.  Johnson.  You  are  under  a  misapprehension.  I  am  leading  up 
to  soniethino:  else  to  show  what  I  think  is  })ossible  to  accomplish  under 
the  bill. 

Mr.  WoiA^ERTON.  Well,  I  had  an  opportunity  to  look  for  just  a 
moment  at  the  statement  you  are  making.  You  have  not  lead  all  the 
cjuotations. 

Mr.  Johnson.  No. 

Mr.  Wom-ERTON.  But  I  think,  nevertheless,  the  fact  is  made  plain 
by  the  proponents  of  the  bill — and  by  the  "proponents"  I  mean  the 
Department  of  the  Interior — that  there  Avas  evidently  no  intention  on 
their  i)art  to  provide  in  this  bill  for  any  system  of  unitization. 

Mr.  Johnson.  That  is  true. 

Mr.  Woi.vERTON.  You  are  probably  aware  and  know  of  tlie  case  that 
they  had  made  out  as  to  the  advantage  of  unitization. 

Mr.  Johnson.  Yes,  sir. 

Mr.  WoL\-ERTON.  After  they  had  done  so  I  questioned  them  very 
minutely  to  ascertain  whether,  with  the  favorable  opinio)i  that  they 
had  of  unitization,  they  were  seeking  to  make  it  effective  through  the 
provisions  of  this  bill,  and  as  some  of  your  answers  have  indicated 
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Mr.  Johnson.  Your  (luestions.  Mr.  "Wolvertou.  lune  furiiisluMl  nic, 
with  the  necessary  iiuiterial  to  ))ro\e  wliat  I  am  seeking-  to  prove  with 
regard  to  unitization. 

Mr.  AVoLVERTON.  1  ]-ealize  tliat.  And  it  fnrtlier  illustrates  the  fact 
that  my  inquiries  have  ]iot  only  been  directed  to  California  witnesses. 

Mr.  Johnson.  And  we  also  appi'eciate  that,  Mr.  Wolverton.  Head- 
ing from  page  524  of  the  record,  and  tiiis  is  testimony  by  Mr.  Ickes 

Mr.  Wolverton.  J\Iay  I  finish? 

Ml-.  Johnson.  I  beg  your  pardon.  jNIi'.  AVolverton. 

Ml".  Wolverton.  In  their  opinion,  the  bill  did  not  go  to  the  point  of 
})roviding  for  unitization,  l>ut  their  answers  eliminated,  I  thought,  the 
possibilitv  of  it  being  so  construetl  l)v  those  who  were  opposed  to  the 
bill. 

Mr.  Johnson.  Yes;  it  certainly  did.  Here  is  the  testimony  of  the 
Secretary.  The  meaning  is  clear  without  reading  the  question,  and 
so  I  merely  include  the  answer. 

In  contrast  with  the  several  purposes  of  State  hiws,  the  bill  H.  R.  7372  is 
designed  solely  to  conserve  petroleum  and  to  provide  for  cooperation  with  the 
States  in  preventing  its  waste.  It  does  not  aiithorize  the  Federal  Government 
to  limit,  on  the  basis  of  demand,  the  oil  production  of  the  United  States,  or  of 
any  State,  field  or  well. 

In  another  answer  he  said  that 

As  to  the  difference,  in  any  plan  there  ought  to  be  an  apportionment,  a 
proper  apportionment ;  not  a  limitation.  They  are  quite  distinct.  We  do  not 
propose  to  limit  except  in  places  like  Illinois,  for  instance,  where  it  will 
appear  that  they  are  producing  more  than  they  ought  to  be  producing  in 
comparison  with  other  States  which  are  limiting  themselves  as  between 
themselves. 

And  on  page  538  he  said, 

No.  As  I  said  in  my  statement,  it  would  still  be  up  to  the  States  to  determine 
what  amount  of  oil  could  be  produced,  provided  that  there  was  no  avoidable 
waste.     There  is  the  only  limitation. 

Other  Government  witnesses  liave  stated  in  effect  tliat  the  bill 
does  not  apply  to  economic  waste,  prices,  or  marketing.  I  quote  from 
the  testimony  of  Mr,  David  Hudson : 

Page  71 : 

Mr.  Wolverton.  Does  this  bill  directly  or  indirectly  seek  to  control  marketing? 
Mr.  Hudson.  No,  sir;  it  does  not. 

Page  79 : 

Mr.  Hudson.  The  bill  does  not  lay  down  any  standard  nor  make  any  pro- 
vision concerning  economic  waste,  or  on  the  question  of  prices  or  marketing 
in  any  of  its  phases.  It  is  limited  to  the  physical  aspects  of  the  production  in 
the  field. 

Page  80 : 

Mr.  Wolverton   (continuing).  So    that    the    puri>ose   of    this    bill    is    only    to 
regulate  production  and  has  nothing  to  do  with  price  control. 
Mr.  Hudson.  That  is  correct.     There  is  no  function  as  to  that. 

And  from  the  testimony  of  Mr.  Alfred  G.  White : 
Page  103 : 

Mr.  Wolverton.  That  is  just  what  I  wanted  to  bring  out.  Does  this  bill 
deal  with  physical  waste  or  economic  waste? 

Mr.  White.  I  think  the  bill  answers  that  question  itself,  if  I  recollect,  in  its 
language. 

Mr.  Wolverton.  Physical  waste? 
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Mr.  Whitk.  It  has  no  ivlation  to  balancing  market  demand  and  supply,  so 
far  as  I  can  find  out. 

And  of  Secretary  Ickes  : 
Page  535 : 

I  do  not  think  there  ought  to  be  any  power  to  fix  prices  muler  this  bill  or 
do  anything  that  would  have  that  effect. 

Mr.  Woo-ERTON.  That  was  in  answer  to  questions  that  I  liad  asked? 

Mr.  Johnson,  Yes.  I  did  not  put  in  the  questions  because  1 
thought  the  answers  were  clear. 

Therefore  although  some  of  the  Government  witnesses  have  re- 
ferred to  the  effect  of  stabilization  on  conservation,  and  vice  versa, 
and  it  has  perhaps  been  difficult  for  them  fully  to  separate  the  two 
in  their  consideration  of  the  subject,  in  view  of  the  bill  being  silent 
on  stabilization  and  of  the  positive  testimony  of  its  proponents  that 
no  phase  of  stabilization  is  contemplated  by  the  bill.  I  am  here  assum- 
ing that  it  has  no  such  purpose. 

PART  JI.    API^IJCATION  OF  THE  BILL 

Inasmuch  as  the  bill  in  its  practical  ap{)lication  would  not  effectuate 
the  prevention  of  avoidable  waste  and  is  not  drawn  for  the  purpose  of 
stabilization,  it  sliould  be  determined  if  the  provisions  of  the  bill  are 
susceptible  of  being  administered  so  as  to  attain  any  other  possible 
objectives  of  which  we  have  knowledge,  and  if  so,  what  they  are. 

Section  11  authorizes  the  Commissioner  to  cooperate  with  the  States, 
but  from  a  reading  of  the  bill  it  is  clear,  and  testimony  is  to  the  effect, 
that  the  authority  of  the  Connnissioner  would  be  superior  to  that  of 
the  States,  and  that  it  would  prevail,  and,  therefore,  from  the  point  of 
view  of  the  industry,  and  I  presume  also  of  the  States,  such  cooperation 
cannot  seriously  be  accepted  as  a  major  objective  of  the  bill. 

However,  in  my  opinion,  it  would  be  a  serious  mistake  to  conclude 
that  nothing  at  all  coidd  be  done  by  the  Commissioner  under  the  provi- 
sions of  the  bill.  The  arbitrary  power  it  confers  upon  him  is  consid- 
erable, in  view  of  which  it  is  my  further  opinion  that  there  are  ends 
which  could  be  realized  in  the  administration  of  the  bill,  some  of  which 
would  be  very  objectionable  to  the  industry  and  perhaps  to  a  vast 
majority  of  the  people  of  the  country.  It  must  be  anticipated  that  the 
Cominissioner  woidd  exercise  in  some  way  the  ar])itrarv  powers  con- 
ferred upon  him  by  the  bill.  He  is  specifically  authorized  to  define 
technical  terms  used  in  the  bill.  His  definitions  would  in  turn  deter- 
mine in  some  degree  tlie  existence  or  nonexistence  of  waste.  Therefore 
the  Commissioner  would  not  be  bound  by  the  accej^ted  definition  of 
technical  terms  as  they  are  understood  in  the  industry.  These  defini- 
tions are  the  result  of  long  usage  by  men  who  have  devoted  their  careers 
to  the  industry's  technical  problems.  It  follows  that  the  vital  stand- 
ards of  conduct  in  producing  oil  and  natural  gas  are  left  to  the  deter- 
mination of  the  Commissioner  alone.  Such  broad  powers  could  be 
exercised  in  ways  to  bring  about  almost  any  resiUt  that  might  be 
desired  by  the  Connnissioner  as  to  the  quantity  of  production. 

PART    IH.    SOME    ATTAINMENTS    POSSIBLE   t'NDKR    THE    P.II.L 

Mr.  David  Hudson  testified  that  H.  R.  7372  was  prepared  in  con- 
ference with  the  technical  peo})le  of  the  agencies  of  the  Department, 
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namely,  Petroleum  CoiiHervation  DiAdsion,  Bureau  of  Mines,  Geological 
Survey,  and  lie  thought  the  Office  of  Iiidian  Affairs,  and  that  it  was 
reviewed  by  Mr.  Nathan  Margold.  All  these  are  in  the  Department  of 
the  Interior.  Of  tlie  15  Government  witnesses  who  appeared  in  sup- 
port of  the  bill  in  the  November  1939  hearing,  11  were  men  of  position 
in  the  Department  of  the  Interior  (if  Natural  Resources  Planning 
Board  was  in  that  Department ;  otherwise  10)  and  6  of  the  11  col- 
hiborated  in  the  preparation  of  Report  of  the  Energy  Resources  Com- 
mittee to  the  National  Resources  Committee,  of  which  latter  com- 
mittee the  Honorable  Harold  L.  Ickes,  Secretary  of  the  Interior,  was 
chairman.  This  report  is  j^rinted  in  Energy  Resources  and  National 
Policy,  a  Goverimient  publication  bearing  date  of  January  1939. 
Anotlier  witness,  Mr.  Glenn  E.  McLaughlin,  who  holds  a  Government 
position  with  Securities  and  Excliange  Commission,  was  author  of 
part  I,  section  II  (which  is  the  part  pertainijig  to  the  petroleum  and 
natural-gas  industries)  of  Energy  Resources  and  National  Policy. 
Examination  of  that  publication  and  of  the  testimony  of  these  wit- 
nesses discloses  a  I'emarkable  degree  of  harmony,  which  is  not  astonish- 
ing in  view  of  the  participation  of  a  number  of  the  gentlemen  in  the 
preparation  of  Energy  Resources  and  National  Policy.  The  circum- 
stances warrant  the  belief  that  some  of  them  alsO'  collaborated  in 
preparing  H.  R.  7372. 

I  believe  these  facts  and  circumstances  reasonably  establish  a 
liarmony  of  objectives  as  between  the  authors  of  "Energy  Resources 
and  National  Policy"  and  of  this  bill  and  its  supporters  who  have 
appeared  before  you,  a  number  of  whom,  as  I  have  stated,  collab- 
orated in  the  Energy  Resources  study  and  the  preparation  of  the 
Energy  Resoui-ces  Committee  report,  which  relates  not  only  to 
petroleum  and  natural  gas,  but  also  to  coal  and  water  power,  as  the 
princi])al  sources  of  fuel  and  electrical  energy,  and  makes  it  plain 
that  its  authors  believe  that  certain  uses  now  made  of  oil  and  natural 
gai5  constitute  waste,  and  that  such  uses  should  be  reserved  for  what 
is  termed  "lower  grade"  fuels  and  water  power.  On  page  90,  begin- 
ning at  the  bottom  of  the  first  column  is  this  statement — I  won't 
read  all  the  statement,  because  it  is  rather  long,  but  what  is  stated 
will  be  in  harmony  wih  the  entire  statement  which  refers  to  what 
it  considei-ed  a  reasonalde  cost  for  the  transportation  of  a  thousand 
cubic  feet  of  gas  100  miles,  200  miles,  and  so  forth,  and  it  reached 
a  figur-e  of  18.9  cents  for  transporting  gas  from  the  Panhandle  of 
Texas  or  from  Louisiana  or  southwestern  Kansas  to  certain  destina- 
tions in  which  it  was  used  and  to  low  prices  made  to  industrial  users 
located  along  the  major  pipe  line,  and  then  it  Avent  on  to  say:  "To 
the  extent  that  these  low  rates  induce  consumption  of  gas  for  needs 
(hat  could  be  met  e(|ually  well  by  the  more  abundant  coal,  the  sales 
of  such  gas  are  for  inferior  use.  Rapid  exhaustion  of  relatively 
scarce  fuel  resources  by  turning  them  into  low-grade  use  is  injurious 
To  the  long-term  interests  of  the  higher  levels  of  consumption. 
Hence,  directive  control  to  relate  consumption  to  volume  of  reserves 
is  needed  to  achieve  a  balance  that  unrestricted  competitive  develop- 
ment fails  to  accom]dish."  And  in  the  second  column,  on  page  121 
oi  the  same  publication,  is  the  following  statement  under  the  cap- 
.tion,  "Interfuel  Policv"  and  I  would  like  to  read  this  entire  state- 
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iiHMit  because  it  sliows  some  of  the  uses  whirh  they  consider  to  be 
Av  a  stage : 

^Vll('l•evel•  fuels  nuiy  Ik-  readily  suhstilutefl.  the  (Jovenunent  should  foster 
use  of  fuel  available  in  more  abundance  for  fuel  available  in  loss  abundance. 
Water  power  is  available  substantially  in  perpetuity.  Coal  ranks  next  in 
terms  of  abundance,  whereas  oil  and  gas.  according  to  present  knowledge,  are 
rda lively  much  less  abundant  than  coal,  accordingly,  there  is  a  need  to 
foster  the  use  of  water  power  wherever  the  cost  of  development  is  favorable. 
On  the  other  hand,  the  life  of  the  oil  and  gas  resources  is  being  threatened  by 
consumption  for  uses  that  could  be  about  as  well  served  by  eoal.  The  chief 
direct  inroad — 

This  is  tlie  part  I  refer  to  especially — 

The  chief  direct  inroads  into  the  market  for  coal  are  being  made  by  the  use 
of  fuel  oil  for  space  heating  and  large  statiouaiy  installations  for  power  pro- 
duction, and  the  use  of  natural  gas  for  heavy-duty  Indiistrial  purposes.  This 
utilization  should  be  discouraged  as  much  as  possible  by  a  program  of  educa- 
tion, but  it  appears,  also,  that  additional  steps  need  to  be  taken.  Regulation 
of  pipe  lines  by  the  Federal  Government  with  a  view  to  establishing  a  quantity 
rate  for  transportation  similar  to  that  charged  coal  shippers  by  railroads  (a 
toiniage  rate)  seems  to  be  desirable.  A  tax  on  fuel  oil,  high  enough  to  dis- 
crnirage  further  extension  in  consinnption,  but  at  the  same  time  not  too 
high  to  cause  severe  hardship  to  present  consumers,  would  be  a  step  toward 
rational  utilization. 

Near  the  bottom  of  the  second  column,  on  page  228  of  that  same 
publication,  there  appears  under  the  captioit,  Restriction  of  Use  to 
I'rgent  Needs,  the  following  statement : 

The  conservation  of  oil  and  gas  resources  will  be  furthered  by  the  allocati(m 
of  these  minerals  to  the  more  efScient  or  superior  uses.  It  is  recommended, 
therefore,  that  the  oil  and  gas  industries  be  regulate<l  so  as  to  discourage  less 
efficient   use. 

Here  we  are  faced  with  a  declaration,  in  effect,  that  certain  present 
u.ses  constitute  waste  of  oil  and  gas,  and  that  there  should  be  substi- 
tuted for  such  uses  lower-grade  fuels. 

Departing  from  this  statement  for  a  moment,  gentlemen,  I  would 
like  to  suggest,  if  we  are  going  to  accept  the  theory  that  certain  uses, 
present  uses,  constitute  waste,  we  are  entering  upon  a  pretty  big  field. 
It  would  involve  the  economical  o])eration  of  every  automobile  and 
every  piece  of  machinery  of  any  kind  that  uses  any  product  of  oil. 
A  man  buys  an  automobile  today  that  is  highly  efficient,  and  some 
men  take  care  of  their  cars  in  such  a  way  as  to  keep  them  efficient. 
They  get  full  utilization  of  the  fuel  they  consume.  Another  man 
buys  an  equally  good  car,  but  he  doesn't"  take  care  of  it,  and  in  2 
or  3  years,  and  as  a  result  of  poor  care,  the  use  of  fuel  in  his  car 
is  probably  approximately  two-thirds  as  efficient  as  the  use  of  fuel 
in  the  other  man's  car.  Now,  you  can  see  the  difficulty  of  attempting 
to  take  care  of  waste  by  use.  I  have  no  doubt,  if  you  Avere  to  go  into 
that  subject,  you  would  find  that  by  far  the  greatest  waste  that  is 
occurring  is  in   use. 

The  publication  discloses  that  the  authors  of  Energy  Resources 
and  National  Policy  believe  there  should  be  governmental  control 
of  all  the  natural  sources  of  energy,  which  would  permit  allocating 
to  each  source  such  share  of  the  total  fuel  and  power  requirements  of 
the  country  as  in  the  wisdom  of  those  in  charge  might  seem  proper 
or  desirable.  That  the  policy  relating  to  petroleum  is  not  disas.so- 
ciated  from  policies  relating  to  coal  and  water  power  in  the  minds  of 
those  responsible  for  Energy   Resources  and   National  Policy,   and 
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tliat  tliey  believe  the  Federal  (iover-iniiciit  should  exercise  coordinated 
control  over  all  those  resources,  and  that  such  conti-ol  should  restrict 
or  eliminate  what  is  termed  ''inferior''  use  of  oil  and  natural  o-as,  sub- 
stituting coal  therefor,  seems  definitely  established  by  the  following 
statements  a])pearini:'  in  that  ])ublic;ition  at  the  ptiges  sliown. 

I  have  quite  a  few  (juotations — well,  not  so  many,  either,  but  about 
four,  and  there  are  al)()ut  three  of  those  that  I  think  it  is  necessary 
to  read: 

In  view  of  the  prodviction  conditions  in  tlie  oil  and  gas  industry,  it  appears 
tiiat  tlie  maximum  of  comprehensive  social  benefit  from  these  resources  requires 
a  far-reaching  authority  from  control  of  production  to  control  of  competitive 
energy.  ConsequtMitly,  it  is  proposed  that  such  a  regulatory  connnission  be 
related  to  similar  boards  or  commissions  regulating  the  production,  distribution, 
and  use  of  coal,  water  power,  and  electric  power.  An  energy-resources  division 
might  well  lie  establishe<l  in  some  Federal  department,  perliaps  in  a  new  De- 
partment of  Conservation,  or  of  Minerals. 

There  is  another  c}uotation  from  a  speech  made  by  Secretary  Ickes 
before  a  meeting  of  the  National  Coal  Association  which  I  am  not 
going  to  read,  but  it  confirms  what  I  have  just  reach 

Gentlemen  of  the  connnittee,  while  I  believe  the  bill  is  impotent  to 
induce  any  conservation  additional  to  that  which  the  industry  would 
otherwise  accomplish,  and  it  is  officially  denied  that  it  is  a  stabiliza- 
tion matter,  I  do  believe  that  it  could  be  used  effectively  to  limit 
production  of  oil  and  natural  gas — not  by  a  plan  of  consistent  apj)li- 
cation  of  engineering  principles  but  by  more  or  less  arbitrary  action, 
and  I  am  fearful  that  restrictions  on  the  production  of  oil  and  nat- 
ural gas  to  the  extent  that  they  woidd  be  insufficient  to  sujjply  all 
needs  now  supi)]ied,  including  the  so-called  '"inferior  uses,"  or  to 
supply  any  increase  in  such  needs  or  uses,  are  possible  of  realization 
in  the  administration  of  H.  R.  7HT2.  I  am  convinced  that  the  arbi- 
trary powers  conferred  by  the  bill  would  i)ermit  that.  Perha])s  it  in 
turn  would  mean  tlie  substitution  of  coal  advocated  in  Enei-gy  Re- 
sources and  National  Policy.  This  would  be  a  long  step  in  the  direc- 
ti(m  of  such  coordinated  Federal  control  of  all  the  ])rincipal  energy 
resources  as  is  visioned  by  the  authors  of  that  publication.  I  am 
opposed  to  the  bill  and  to  any  bill  which  might  possibly  permit  of 
such  a  residt,  and  I  am  confident  that  such  also  is  the  position  of  the 
industr}'.  It  would,  therefore,  seem  to  me  that  if  Congress  should 
consider  H.  R.  7372  or  any  similar  bill,  it  might  be  considering  but 
one  part  of  a  general  plan  of  control  of  all  the  natural  energ>' 
resources,  and  that  if  it  is  going  to  consider  such  a  bill  possibly  it 
ought  at  the  same  time  to  take  up  the  other  objectives  of  Energy 
Resources  and  National  Policy  and  thus  avoid  doing  piecemeal  that 
which  it  might  be  unwilling  to  do  if  i)resented  as  a  whole.  Regard- 
less of  the  desirability  or  nondesirability  of  coordinated  Federal 
control  of  all  en^irgy  resources,  the  ramifications  of  the  sul)ject  are  so 
vast,  the  economic  eff'ects  involved  are  so  great,  and  the  modification 
of  long-established  policy  of  the  Government  in  its  relation  to  private 
industry  would  be  so  extensive,  that  they  warrant  most  serious  con- 
sideration of  the  direction  and  ultimate  results  of  legislation  of  the 
nature  and  sco})e  apparently  contemi)lated  by  Energy  Resources  and 
National  Policy. 

As  indicated  earlier  in  my  testimony,  I  feel  that  such  a  plan,  or 
this  bill  alone,  is  objectionable,  and  I  believe  that  neither  of  them 
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would  serve  the  best  interests  of  the  country.  I  also  believe  that  the 
enactment  of  either  into  law  would  constitute  a  step  in  the  direction 
of  destroying  our  system  of  private  industry.  I  would  like  to  con- 
clude with  the  statement  that  in  my  opinion  the  power  to  control  the 
over-all  production  of  the  raw  material  used  in  any  industry  involv- 
ing the  apportioning  of  the  total  production  among  States  or  pro- 
ducers, includes  all  the  elements  necessary  to  control  the  industry. 
Even  though  such  control  be  exercised  indirectly,  nev'?rtheless  it 
would  constitute  a  very  considerable  degree  of  control  of  activities 
other  tlian  that  of  producing,  and  if  such  control  is  accomplished 
through  Federal  legislation  it  would,  of  course,  be  exercised  b}'  u 
Federal  Administrator  having  absolute  and  final  authority. 

I  should  like  also  to  say  that  my  objections  to  this  type  of  legisla- 
tion, or  to  any  legislation  which  places  the  Federal  Government  in 
the  position  to  control  the  oil  industry,  holds  without  regard  to  party 
or  personnel,  in  power  in  Washington.  I  realize,  of  course,  the  views 
of  the  Secretary  of  the  Interior  or  the  Commissioner  might  and 
undoubtedly  would  have  some  baaring  upon  the  method  of  its  admin- 
istration. But  my  objections  are  more  fundamental,  as  I  see  it,  than 
the  question  of  who  after  he  is  in  power  or  who  is  administering  it^ 
and  I  would  not  want  it  under  any  party  or  any  administration. 

Mr.  Cole.  Is  that  all,  Mr.  Johnson? 

Mr.  Johnson.  That  is  all  I  have.     Are  there  any  questions? 

Mr.  Cole.  Mr.  Wolverton  has  a  question. 

Mr.  WcLVERTON.  Mr.  Johnson,  you  have  just  stated  that  in  your 
opinion  the  enactment  of  H.  R.  7372  would  destroy  private  industry? 

Mr.  Johnson.  No,  I  beg  your  paixlon.  I  did  not  mean  to  say  that. 
1  said  that  I  thought  it  was  a  step  in  that  direction  because  in  my 
opinion  the  enactment  of  H.  R.  7372  would  actually  constitute  con- 
trol of  the  industry,  not  merely  of  the  production  but  of  the  industry. 

Mr.  Wolverton.  How  many  more  steps  would  be  necessary  in  your 
opinion  before  it  would  have  the  effect  of  destroying  private 
industry? 

Mr.  Johnson.  Well 

Mr.  Wol\-erton.  In  other  words,  I  want  to  find  out  just  how  far 
you  think  we  would  have  to  go  to  desti'oy  industry  if  this  bill  is  the 
first  step. 

Mr.  Johnson.  Mr.  Wolverton.  if  there  should  be  enacted  laws  to 
carry  into  effect  the  "Energy  Resources  and  National  Policy"  I  think 
you  would  liave  made  a  very  long  step.  You  of  course  are  much 
more  familiar  than  I  with  the  Government  control  over  money  and 
credit,  and  if  you  add  to  that  control  over  energy,  which  affects 
every  wheel  that  humans  turn  there  would  be  a  considerable  degree 
of  control  right  there,  and  if  it  is  justified — in  my  opinion  if  it  is 
justified  to  take  control  of  this  industry  it  would  likewise  be  justified 
to  take  control  of  all  energy  resources,  from  iron  ore  down  to  steel, 
to  your  automobile  industry,  one  of  the  largest  industries  in  the 
country,  to  your  machine  manufacturers,  and  to  every  industry,  and 
home  practically  uses  energy — using  that  as  an  instance. 

Mr.  Wolverton.  Is  it  your  thought  tliis  bill  would  lead  inevitably 
to  that  result  ? 

Mr.  Johnson.  Not  inevitably,  but  the  more  steps  you  take  the 
harder  it  is  to  go  back. 
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Mr.  WoLVEKTON.  In  the  enactment  of  this  bill,  the  first  step,  as 
you  have  referred  to  it 

Mr.  Johnson.  I  don't  think  it  would  be  the  first  step. 

Mr.  WoLVERTON.  Do  you  find  anything  in  the  bill  that  would  de 
stroy  private  industry? 

Mr.  Johnson.  Olu  not  on  the  face  of  the  bill.  I  am  trying  to  find 
out  how  that  bill,  with  its  arbitrary  powers,  might  \)e  administered 
to  accomplish  the  result  desired  by  the  men  responsible  for  "Energy 
resources  and  national  policy."  The  bill  as  I  have  brought  out  was 
written  by  practically  the  same  men,  or  at  least  part  of  the  same 
men,  as  those  who  wrote  "Energy  resources  and  national  |)olicy"  who 
were  in  the  Department  of  the  Interior,  those  who  wrote  the  bill 
were  in  the  Department  of  the  Interior,  and  those  who  would  admin- 
ister the  bill  would  be  in  the  Department  of  the  Interior. 

Mr.  WoLVERTON.  Is  it  then 

Ml'.  Johnson.  Excuse  me.  Now,  I  don't  think  that  when  a  man 
has  such  views,  or  a  group  of  men  have  views  like  that — I  think  they 
hold  them  honestly,  as  I  feel  sure  their  jiurpose  is  sincere  and  they 
believe  it  is  to  the  best  interests  of  the  Nation,  and  I  only  question 
their  judgment,  but  men  who  have  such  objectives,  men  who  have 
anything  to  do  with  the  administration  of  the  bill,  I  think  inevitably 
in  view  of  the  arbitrary  power  involved  would  accomplish  some  of 
those  things,  if  they  could. 

Mr.  WoLVERTON.  It  seems  to  me,  by  way  of  comment,  that  your 
approach  to  it,  in  which  you  are  at  least  willing  to  assume  that  there 
might  be  sincerity  upon  the  part  of  the  proponents,  is  a  much  better 
approach  than  we  had  evidenced  before  us  yesterday  when  there 
was  criticism  expressed  of  these  public  officials  which  would  indicate 
there  was  no  sincerity  in  public  officials. 

Mr.  Johnson.  I  believe  that  while  the  Secretary  of  the  Interior 
and  the  Commissioner  would  have  a  great  deal  to  do  with  the 
administering  of  the  bill,  I  am  pretty  well  persuaded  that  men  who 
have  been  in  that  Department  through  several  administrations — we 
sometimes  refer  to  them  as  bureaucrats — would  dominate  the  exercise 
of  that  administration. 

Mr.  WoLVERTON.  It  may  be  that  you  would  not  be  so  fearful  of 
another  administration. 

Mr.  Johnson.  No;  I  woidd  be  just  as  fearful  of  the  Republicans. 
[Applause.] 

Mr.  WoL\'ERTON.  The  applause  that  also  greeted  my  colleague's 
remarks  a  little  while  ago  might  indicate  that  there  is  a  unanimity 
along  that  line. 

IMr.  Johnson.  No  ;  there  is  no  unanimity  among  oil  men. 

Mr.  WoL%'ERTON.  Is  it  your  opinion  that  there  could  be  an  admin- 
istration of  this  act  that  would  lead  to  the  destruction  of  private 
industry  ? 

Mr.  Johnson.  Yes,  sir;  that  is,  it  would  lead  to  eliminating  the 
initiative  of  and  the  progress  made  by  the  very  highly  competent  men 
in  ti^^e  industry,  who  would  be  deprived  of  the  power  of  exercising 
that  initiative  and  that  leads  to  softness.  The  railroad  situation  is 
as  ffood  an  illustration  of  what  I  refer  to  as  I  know  of. 

Mr.  WoLVERTON.  Well,  I  don't  know  just  whfit  you  mean  by  the 
railroad  situation  when  you  make  that  remark  and  I  don't  want 
to  go  into  that  with  you. 
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Mr.  Johnson.  No  ;  I  don't  want  to,  either. 

Mr.  WoLVERTON.  In  an  endeavor  to  meet  that  situation,  it  uiiffht 
be  appropriate  for  me  to  say  that  the  Senate  and  the  House  have 
recently  [nissed  bills  which  seem  to  have  met  with  general  ap|)roval 
from  the  general  transportation  standpoint.  Several  members  of 
this  subcommittee  are  on  the  conference  committee  that  will  consider 
that  legislation  between  the  Senate  and  the  House,  as  soon  as  we 
return.  That  will  be  time  enough  to  assume  that  problem.  I  don't 
want  to  assume  it  tonight. 

Mr.  Johnson.  I  think  it  is  a  real  important  problem. 

Mr.  AVoLVERTON.  The  point  I  am  trying  to  get  some  light  upon  is 
this:  You  have  referred  to  this  act  as  being  a  step  in  the  direction 
of  destroying  private  industry.  What  I  am  trying  to  find  out  from 
you,  in  expressing  that  opinion,  is  it  based  on  the  administration  that 
Avould  be  possible  under  this  act  or  do  you  mean  that  by  the  enact- 
ment of  this  legislation  it  Avould  lead  possibly  to  the  enactment  of 
further  legislation  ? 

Mr.  Johnson.  Well 

Mr.  WoLVERTON.  Do  I  make  it  plain?  Is  this  bill  so  broad  in  its 
teims.  in  your  opinion,  that  without  any  additional  legislation  this 
particular  bill  could  be  so  administered  that  it  would  have  the  effect 
of  desti'oying  private  industry? 

Mr.  Johnson.  I  will  answer  it  this  way,  Mr.  Wolverton:  It  is  my 
opinion  that  the  act  could  be  administered  in  such  a  way  as  to  control 
the  oil  industry,  and  in  controlling  the  oil  industry  you  would  destroy 
to  a  considerable  extent  the  initiative  of  the  industry.  It  seems  to 
me  that  would  be  a  very  bad  thing  for  the  Government  itself  and 
when  you  pass  one  such  bill  you  just  weaken  the  resistance  to  passing 
another  bill. 

Mr.  WoivVERTON.  I  am  trying  to  find  out :  Are  the  powers  that  are 
granted  or  created  under  the  terms  of  this  bill  sufficient,  in  your 
opinion,  if  administered  in  the  way  that  you  are  fearful  of,  to  result 
in  the  destruction  of  j^rivate  industry  or  do  you  merely  think  that 
this  is  a  step  that  might  result  in  the  enactment  of  additional  legis- 
lation that  eventually  would  have  the  effect  of  destroying  private 
industry  ? 

Mr.  Johnson.  Yes,  sir;  that  is  my  opinion. 

Mr.  WoLVERTON.  Then  yoin-  objection  to  this  l)ill  is  not  that  the 
authority  or  powers  granted  under  this  bill,  no  matter  how  adminis- 
tered, would  in  itself  destroy  private  industry? 

Mr.  Johnson.  Well,  it  might  to  some  extent.  I  think  it  Mould 
control  or  could  control  the  oil  indtistry  and  I  do  not  feel  that  an 
industry  which  is  controlled  and  controlled  arbitrarily  is  a  very 
strong  industry. 

Mr.  Wolverton.  I  think  the  question  that  your  remarks  raise  is 
nnportant  enough  for  me  to  inquire,  as  I  am  endeavoring  to  do,  to  get 
just  how  far  you  think  this  bill  in  itself  would  bring  the  undesirable 
result  of  destoying  private  industry. 

Mr.  Johnson.  Well,  if  it  was  administered  in  the  way  I  have  stated 
I  feared  was  possible,  not  charging  any  individual  or  any  group  of 
men  with  wanting  to  destroy  industry,  you  would  then  have,  if  they 
succeeded  in  getting  like  control  over  the  Avater-power  industry,  which 
I  believe  now  they  have  considerable  authority  over,  they  would  then 
have  additional  coordinated  Government  control  over  all  energy. 
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Mr.  WoLVERTON.  If  you  will  permit,  for  the  purpose  of  the  question, 
my  assuming  that  you  were  appointed  to  the  position  that  would  direct 
the  policies  tcv  be  pursued  under  the  terms  of  this  bill,  could  you  so 
administer  this  bill  with  the  powei-s  that  it  grants,  that  it  would  not 
destroy  private  industry  and  still  be  conscious  of  having  done  your 
duty  ? 

Mr,  Johnson.  I  think  the  men  who  would  do  it  would  probably 
think  they  were  doing  their  duty.  I  don't  think  that  I  could  do  any 
better  than  somebody  else.    I  think  that  human  natuic 

Mr.  WoLVERTON.  You  did  not  get  the  point,  I  think.  Suppose  the 
powers  that  are  granted  under  this  bill,  could  you,  as  the  director  pro- 
vided for  under  the  provisions  of  this  bill,  administer  this  bill  without 
destroying  private  industry  ? 

Mr.  Johnson.  I  do  not  know  if  I  could  or  could  not.  It  is  possible 
I  might  be  able  to  do  that :  but  I  would  not  be  able  to  accomplish  the 
purposes  of  this  bill.  I  think  it  is  impractical  to  accomplish  them  by 
Federal  control.  It  is  too  remote;  it  is  too  cumbersome  and  requires 
far  too  many  high-grade  technical  men.  You  could  not  take  young 
fellows  out  of  college  and  send  them  out  into  the  oil  fields,  and  have 
them  say  what  should  be  done  with  the  vrell  or  the  property  or  the 
field,  because  they  would  merely  be  experimenting  with  the  property. 

Mr.  WoLVERTON.  I  would  not  assume  that  if  you  were  the  director 
you  would  employ  that  kind  of  a  young  man. 

Mr.  Johnson.  "I  would  have  to  take  what  I  could  get,  Mr.  Wolver- 
ton.  And  I  do  not  believe  there  are  enough  of  them  outside  of  the 
industry;  I  do  not  believe  there  are  enough  high-class  men  in  the 
United  States  to  do  that  sort  of  a  job. 

Mr.  WooERTON.  Well,  my  ex])erience  with  public  ofiRcials  is  this: 
While  it  is  generally  true  that  private  industry,  having  the  ability  or 
willingness  to  give  higher  renuuieration  than  the  Government  sees  fit 
to  pay,  thereby  keeps  the  services  of  some  of  the  best  men  in  the  par- 
ticular line  in  which  they  are  engaged,  yet  it  has  been  my  experience 
with  public  officials  in  many  instances  that  they  have  been  men  of  out- 
standing ability.  I  have  often  wondered  why  they  were  willing  to 
give  their  services  to  the  Government  with  the  limited  remuneration 
that  is  provided  for  them.  The  men  to  whom  I  refer  are  not  political 
appointees.  Whatever  may  have  been  their  political  status  originally, 
they  have  ceased  to  be  over  the  years  that  have  elapsed,  because  of  their 
ability  to  perform  the  particular  job  which  they  have  been  given  to 
administer,  and  they  have  rare  ability  in  many  instances.  I  have 
inquired  of  some.  1  have  known  many  instances  where  a  desire  for 
service  in  a  particular  line  has  been  given  and  rendered,  where  some  of 
them  have  given  up  a  very  remunerative  practice  as  chemists,  and  so 
forth,  and  have  gone  into  the  Government  service  to  do,  as  they  felt^. 
some  public  service.  I  think  that  you  are  that  type  of  man,  and  if  you 
were  the  director  of  a  department  that  would  assume  that  obligation, 
you  would  desire  to  fulfill  the  intent  of  the  bill,  and  at  the  same  time 
would  not  destroy  the  industry.  But  you  seem  to  be  fearful  about 
any  kind  of  Government  control  or  supervision. 

A  few  years  ago  our  connnittee  was  called  upon  to  propose  legisla- 
tion to  control  the  stock  exchanges  of  the  country.  The  interested 
parties  expressed  similar  fear  to  that  you  have  shown  tonight.  They 
said  it  was  the  first  step  and  it  was  going  to  destroy  them  and  tie 
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up  business  throuj^hout  the  Nation  and  all  that  sort  of  thino".  The 
Committee,  after  giving  it  careful  and  deliberate  consideration,  re- 
ported the  legislation  to  Congress  and  it  was  enacted  by  Congress,, 
and,  now  even  those  who  had  the  best  interest  of  the  stock  exchange  at 
heart  acknowledge  that  it  was  a  good  thing  for  the  stock  exchange 
and  a  good  thing  for  people  in  general. 

That  is  the  intent  of  this  committee  with  reference  to  oil  legisla- 
tion, namely,  to  help,  not  hurt.  Since  this  is  the  closing  session,  I 
think  I  may  be  permitted  to  go  one  step  further.  It  may  seem  that 
I  have  asked  a  great  many  questions,  but.  my  questions  indicate  that 
I  had  no  desire  to  get  anything  other  than  the  true  facts  and  the 
basic  facts.  I  do  not  assume  that  a  witness  comes  before  us  to  state 
an  untruth  to  this  committee,  but  naturally  any  witness  gives  the 
statement  or  opinion  from  their  own  standpoint.  All  we  ask  of  any 
witness,  no  matter  who  the  witness  is,  or  what  interest  it  is  that  he 
represents,  all  we  seek  by  questions  is  to  find  out  all  we  can  with  re- 
spect to  the  subject  from  him,  especially  when  he  professes  to  be  in  a 
position  to  know. 

Now,  ^vhen  Secretary  Ickes  came  before  us,  I  think  the  numerous 
questions  that  I  asked  and  the  variety  of  questions  that  I  asked, 
seeking  to  know  what  was  intended  under  this  bill,  would  have  satis- 
fied anyone  having  the  opinions  that  I  have  heard  expressed  here  to- 
day. Thus,  the  only  thought  of  this  conmiittee  is  to  get  all  available 
information  and  then  study  it  as  a  whole,  and  then  do  the  thing 
that  will  be  helpful  and  not  harmful. 

INIay  I  ask  one  question  in  conclusion  ? 

Mr.  Johnson.  Yes. 

Mr.  WoLVERTON.  Would  the  enactment  of  a  statute  of  the  State 
of  California  similar  in  character  to  that  which  has  been  enacted  in 
Texas,  in  Oklahoma,  or  the  other  oil-producing  States — choose  which 
one  you  will — would  that  result  in  the  destruction  of  private  industry 
in  California  with  particular  reference  to  the  oil  industry'? 

Mr.  Johnson.  Well,  I  do  not  think  so,  Mr.  Wolverton. 

Mr.  WoLVEKTON.  I  do  not  think  so,  either.  Now,  the  reason  that 
I  asked  that  question  is  this:  Either  Federal  or  State  legislation  is 
possible.  I  think  that  those  present  will  recognize  that  in  the  States 
that  I  have  mentioned,  that  the  government  has  done  nothing  to  inter- 
fere with  them.  We  have  passed  the  Connally  Act  to  sustain  the 
States  in  the  endeavor  they  have  been  making  to  conserve  oil.  I  con- 
fess, however,  when  I  leave  here,  I  will  go  away  confused  as  to  why 
laws  that  work  so  well  in  other  States,  and,  seem  to  answer  their 
problems,  should  be  so  seriously  objected  to  in  California. 

Mr.  Johnson.  I  differentiate  in  the  control  of  an  industry  like  the 
oil  industry  between  the  State  and  Federal  governments.  We  are 
close  to  the  State  government,  and  I  think  it  would  be  easier  to  cor- 
rect that  condition  within  the  State  where  we  know  and  are  known 
by  the  State  officials,  and  where  all  the  ]3eople  within  the  State  have 
much  the  same  interests  than  it  wovdd  be  to  correct  the  same  sort  of 
a  situation  with  respect  to  a  Federal  Act  which  went  a  little  bit  sour 
in  Washington. 

Mr.  AVoL^'ERTON.  Bear  in  mind,  Mr.  Johnson,  that  tl»e  activity  of 
Government  officials  in  this  respect,  that  is  for  cojiti'ol  legislation, 
originated  with  the  industry  itself  when  it  came  to  Congress  in  the 
original  instance  with  the  Thomas-Disney  bill  and  requested  the  pass- 
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ji^e  of  that  act.  It  was  sought  by  the  oil  in(his(ry,  or  the  oil  States, 
:ind  it  was  because  of  a  desire  of  tlie  industry  to  stabilize  itself  that 
it  asked  for  that  legislation.  For  some  reason  the  industry  became 
a  bit  fearful  ;ifter  they  asked  for  it,  and  then  they  didn't  want  it  a 
few  months  later.  It  finally  resulted,  however,  in  the  passage  of  the 
State  Acts  and  the  State  Compact  Act  in  place  of  it.  Congress  per- 
mitted the  compact  to  be  entered  into.  The  States  could  not  have 
entered  into  it  without  the  consent  of  Congress.  This  all  indicates 
Congress  w-as  endeavoring  to  help  and  not  hurt  or  harm  or  destroy 
private  industry  in  any  of  these  States.  As  an  instance,  look  at 
Texas  and  Oklahoma  and  all  those  other  States,  they  have  gone  right 
on  in  their  business  just  the  same  as  you  folks  have  here,  and  as  far 
as  this  connnittce  has  been  able  to  ascertain  there  has  been  no  serious 
objection  raised  to  anything  that  has  yet  been  done. 

Mr.  Johnson.  jVIr.  Wolverton,  I  am  ver}^  sure  from  my  talks  with 
oil  men  not  only  in  California  but  in  Texas  and  Oklahoina  and  other 
States,  it  can  truthfully  be  said  the  industry  appreciates  Congress 
having  passed  the  Connolly  Act  and  the  Interstate  Compact  Act.  I 
would  also  state  that  I  do  not  think  that  the  industr3%  or  probably 
any  industry  is  afraid  of  Congress.  That  is  evidenced  by  the  manner 
in  which  you  gentlemen  are  approaching  this  subject,  but  Avhen  Con- 
gress ])asses  the  act  and  turns  it  over  to  the  administration  of  a  de- 
partment of  individuals  it  could  devek)p  into  a  situation  cjuite 
different. 

Mr.  WoLVEKTON.  Congi'ess  isn't  doing  anything  ^\■'nh  reference  to 
State  control  acts. 

Mr.  Johnson.  I  agree  with  you  on  that. 

I  would  like  further  to  state,  ISIi-.  Wolverton,  that  1  am  sure  that 
all  the  gentlemen,  oil  men  who  have  attended  these  hearings,  are  very 
pleased  with  the  fairness  of  this  connnittee  and  that  they  have  had  no 
other  thought  than  that  the  committee  was  trying  to  get  the  facs  upon 
which  it  could  base  its  recommendations,  and  we  very  much  appre- 
ciate having  such  a  connnittee  as  this  upon  which  there  are  some  men 
who  have  been  studying  this  subject  since  1934,  I  believe,  and  there- 
fore know  a  great  deal  about  it. 

We  furthermore  ap]:)reciate  very  greatly  you  gentlemen  coming  all 
the  way  from  Washington  to  Los  Angeles  to  permit  the  producers 
hei-e  to  be  heard  here.  Some  of  them  could  not  have  gone  to  Wash- 
ington. We  know  it  was  hard  for  3^ou  to  leave  the  Capital  at  this 
time  and  we  know  your  time  is  very,  very  limited,  and  therefore  we 
appreciate  that  tnore  than  we  may  have  under  ordinary  circum- 
stances that  you  gave  us  this  opportunity,  and  I  want  to  thank  you 
(m  behalf  of  the  j)roducers,  members  of  the  Oil  Producers  Agency, 
and  I  am  sure  that  in  doing  that  I  am  expressing  the  sentiments  of 
all  oil  producers  in  the  State  of  California. 

Mr.  Cole.  Thank  you  very  nnich,  Mr.  Johnson.     [Applause.] 

Mr.  Cole.  Mr.  Johnson,  the  committee  appreciates  very  much  the 
statements  which  you  have  just  made.  May  I  ask  what  was  your 
attitude  recently  with  reference  to  the  Atkinson  bill? 

Mr.  Johnson.  I  took  no  part  either  way  on  that,  Mr.  Chairman. 
Of  course,  I  voted. 

Mr.  Cole.  I  beg  your  pardon  ? 

Mr.  Johnson.  Of  course,  I  voted.     But  I  took  no  part  in  the  fight. 
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JNIr.  CoiiE.  Well,  are  you  willino-  to  tell  the  committee  how  indi- 
vidually you  felt  about  it? 

Mr.  Johnson.  Yes,  sir.  I  do  not  and  will  not  claim  the  protection 
of  the  Australian  ballot  sj'stem  in  this  State. 

Mr.  Cole.  I  am  more  interested  in  your  attitude  toward  the  State 
legislation. 

^Ir.  Johnson.  I  voted  against  the  Atkinson  bill.  And  the  reason 
ihat  I  did  so,  I  thought  probably  was  well  explained  to  you  when  Mr. 
Olson  explained  what  that  bill  in  his  opinion  would  have  done  and 
what  he  wanted  to  accomplish.  He  had  given  out  an  interview  in 
which  he  stated  he  wanted  the  bill,  not  merely  for  conservation,  but 
he  wanted  low  prices  for  the  consumers.  And  at  that  time  we  had 
and  we  have  had  for  a  long  time  very  low  prices. 

ISIr.  Cole.  Were  you  in  agreement  with  the  objectives  of  the  bill? 

Mr.  Johnson.  Yes,  sir;  insofar  as  conservation  is  concerned,  there 
was  another  bill  there  that  with  a  few  small  amendments  I  would 
have  been  willing  to  support,  and  I  would  again,  if  necessary.  It 
seems  to  me  that  it  was  all  right  with  some  amendments.  I  clo  not 
profess  to  be  really  familiar  with  existing  California  acts,  but  it 
seems  to  me  that  they  are  all  right,  possibly  with  some  amendments, 
but  it  seems  to  me  that  the  act  which  we  now  have  could  be  admin- 
istered in  such  a  way  as  to  accomplish  conservation.  Whether  it 
would  accomplish  restriction  of  production  is  not  the  point  that 
I  am  making. 

Mr.  Cole.  You  supported  before  the  legislature — what  was  it,  the 
Wagy  bill?  I  assume  by  so  doing  you  felt  that  the  Sate  of  Cali- 
fornia needed  such  legislation  as  is  embodied  in  the  bill  to  which  you 
referred,  tlie  Wagy  bill. 

Mr.  JoHNS(^N.  Mr.  Chairman.  I  do  not  fell  that  the  State  needs  any 
bill  at  this  time.  I  feel  there  is  considerable  law  on  the  subject 
which  might  help  and  whether  it  is  being  enforced  or  not,  I  don't 
think  tliat  as  things  have  been  going  on  in  California  recently  we 
need  any  law  more  than  we  have  and  it  is  doubtful  in  my  mind  if 
from  what  I  have  heard  other  gentlemen,  some  lawyers,  say,  if  we 
need  any  more  law  than  we  now  have  except  to  meet  an  emergenc}^ 
and  if  I  were  going  to  support  a  law  in  the  State  of  California 
todav  it  would  be  wholly  upon  that  basis,  not  because  I  feel  that  we 
need  it  at  this  time. 

Mr.  Cole.  You  heard,  I  think  it  was  Mr.  Garrison,  testify  today 
with  reference  to  the  Montebello  field  ? 

Mr.  Johnson.  Yes,  sir. 

Mr.  Cole.  That  in  the  application  of  H.  K.  7372  to  that  field,  there 
would  be  nothing  for  the  Federal  Government  to  do,  assuming  that 
this  bill  should  become  law,  because  everything  covered  in  the  bill 
is  now  in  effect  in  Montebello  field. 

Mr.  Johnson.  Well,  T  cannot  state  that  of  my  own  knowledge, 
but  as  I  understand  the  situation,  they  are  producing  those  wells 
now  approximately  on  an  optimum  oil-gas  ratio.  They  are  pro- 
ducing less  than  the  umpire  allotted  them. 

Mr.  Cole.  Yes:  but  you  were  here  when  Mr.  Garrison  testified? 

Mr.  Johnson.  Yes,  sir ;  I  was. 

Mr.  Cole.  And  I  restated  in  substance  what  he  said  correctlv;  did 
Inot? 

Mr.  Johnson.  Yes ;  you  have. 
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Mr.  Cole.  Do  you  consider  the  Montebello  field  pretty  efficiently 
operated? 

Mr.  Johnson.  Well,  I  am  basing  it  entirely  on  information  that 
I  hear ;  I  have  no  interest  in  that  field  and  I  therefore  do  not  know 
personally. 

Mr.  Cole.  Mr.  Garrison  is  one  of  your  association;  is  he  not? 

Mr.  Johnson,  Yes ;  he  belongs  to  the  association. 

Mr.  Cole.  Yes. 

Mr.  Johnson.  That  is  correct;  but  I  was  going  to  say  that  the 
objections  which  I  have  to  the  bill  you  see  would  still  hold  whether 
it  affected  the  production  of  the  Montebello  field,  provided  the  proper 
engineering  methods  were  used  or  not.  We  have  no  certainty,  if 
the  bill  was  in  effect,  that  the  definition  of  the  commissioner  would 
be  such  that  he  would  follow  an  optimum  gas  ratio.  We  don't 
know  what  construction  he  would  place  upon  information  gained 
by  taking  bottom  hole  pressure  readings  or  things  of  that  sort. 

Mr.  Cole.  I  understand  you  are  a  member  of  the  Independent 
Petroleum  Association;  are  you  not? 

Mr.  Johnson.  Do  you  mean  of  America? 

Mr.  Cole.  Yes. 

Mr.  Johnson,  Yes,  sir;  I  am. 

Mr.  Cole.  And,  like  that  association,  you  are  opposed  to  imports 
of  petroleum ;  are  you  not  ? 

Mr.  Johnson.  Yes,  sir;  I  am.  I  agree  with  the  views  of  the 
association  which  you  have  seen  in  the  resolution  which  was  passed 
by  the  convention  last  October — I  agree  with  those. 

Mr.  Cole.  With  no  limit  upon  exjjort  ? 

Mr.  Johnson.  No  ;  I  would  not  say  that. 

Mr.  Cole.  Do  you  think  there  should  be  a  limit  upon  export? 

Mr.  Johnson.  Did  I  understand  you  to  say  no  limit  on  export? 

Mr.  Cole.  Yes;  do  you  think  there  should  be  a  limit  placed  on 
export  ? 

Mr.  Johnson.  If  it  was  to  prevent  imports,  I  think  that  might  be 
justified  in  making  some  limitation  on  exports. 

Mr.  Cole.  You  do  advocate  a  very  definite  limitation  of  imports? 

Mr.  Johnson.  Yes;  I  advocate  a  very  definite  limitation  of  im- 
ports. 

Mr.  Cole.  And  if  we  do  that,  you  also  think  there  should  be  a 
limit  on  exports  at  the  same  time? 

Mr.  Johnson.  Well,  I  have  not  thought  about  that. 

Mr.  Cole.  Didn't  you  just  say  that  a  moment  ago? 

Mr,  Johnson.  No;  I  said  I  would  be  inclined  to  limit  imports 
and  particularly  imports  which  were  net,  that  is,  if  they  import  and 
then  process  that  oil  and  export  the  product,  I  cannot  see  any  rea- 
sonable objection  to  that  because  it  gives  employment  to  American 
workmen  and  to  American  industry. 

Mr.  Cole.  Just  what  limitation  would  you  place  on  imports? 

Mr.  Johnson.  Oh,  I  have  not  given  sufficient  consideration  to 
that,  Mr.  Chairman. 

Mr.  Cole.  But  you  think  there  should  be  some  ? 

Mr.  Johnson.  Because  that  is  entirely  out  of  the  realm  of  the 
activity  of  the  independents.  In  California,  at  least,  practically  no 
independents  have  access  to  deep-water  terminals. 
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Mr.  Cole.  But  you  have  expressed  an  opinion,  Mr.  Johnson,  as 
to  a  limitation  upon  imports  and  I  am  wondering  if  you  ai'e  not 
equally  qualified  to  <j:ive  us  your  views  as  to  your  attitude  toward 
exports,  I  think  you  are  qualified  as  much  in  one  case  as  the  other 
and  I  further  think  that  you  are  qualified  in  both  cases,  that  is  the 
way  you  impress  me. 

Mr.  Johnson,  Well,  in  California  we  have  a  lot  of  heavy  oil  and 
as  you  know  the  oils  imported  from  Venezuela  are  largely  heavy 
oils  and  I  don't  know  what  the  situation  is  now,  but  asphalt  was 
being  used  on  roads  built  in  this  country  wholly  or  partly  with  Gov- 
ernment money  and  they  used  that  imported  asphalt,  whereas  we 
had  lots  of  it  in  storage  here  and  have  fields  that  are  almost  pure 
asphalt  and  still  we  have  no  market,  so  it  is  largely  on  that  basis  m 
protection  of  our  own  industry,  the  home  market  for  the  home  pro- 
ducer. But  as  being  qualified  to  say  what  the  Government  should 
do  with  respect  to  export,  I  don't  feel  that  I  am  qualified  to  answer 
that  question. 

Mr.  Cole.  Is  it  correct  that  the  President  could  permit  jMexican 
oil  under  existing  laws  to  come  in  in  particularly  heavy  quantities? 

Mr.  Johnson.  Well,  as  I  understand  it,  if  Mexico — the  treaty  with 
Mexico  is  on  the  favored-nation  basis,  and  that  Mexico  or  any  other 
country  which  has  the  favored-nation  clause  in  their  treaties,  they 
can  bring  in  the  oil ;  yes. 

Mr.  Cole.  And  I  have  an  idea  that  Mexico  would  like  very  much  to 
do  that,  too;  don't  you? 

Mr.  Johnson.  Yes:  they  would  like  to  have  a  market  for  their 
oil. 

Mr.  Cole.  To  whom  do  you  attribute  principally  today  the  reason 
for  it  not  being  done  ?  _ 

Mr.  Johnson.  I  am  not  informed  as  to  that.  I  think  it  is  due  in 
part  to  some  resentment  over  the  expropriation  of  American-owned 
properties  in  Mexico. 

Mr.  Cole.  In  this  country  it  is  in  the  hands  of  the  President,  is 
it  not  ? 

INIr.  Johnson.  Well,  the  State  Department;  I  suppose  it  woidd  be 
the  President;  yes.     Certainly  the  administration. 

Mr.  Cole.  But  so  far  as  California  is  concerned,  if  that  were  done 
it  ^\ould  be  hard  to  estimate  the  seriousness  of  the  situation  here? 

Mr.  Johnson.  Yes. 

Mr.  Cole.  What  is  it? 

Mr.  Johnson.  Yes,  sir;  I  think  it  would.  The  oil  could  be  im- 
ported much  more  cheaply. 

Mr.  Cole.  To  that  extent  there  is  not  nnich  disagreement  here  with 
what  President  Roosevelt  is  doing? 

Mr.  Johnson.  Not  on  my  account,  there  is  not. 

Mr.  Cole.  Now,  I  just  want  to  press  this  question  a  little  further. 
I  think  I  understand  your  position  on  imports  and  your  reasons  for 
asking  that  limitations  be  imposed.  State  again,  if  you  will,  briefly 
just  your  attitude  toward  exports,  as  to  what  limitations,  if  any, 
should  be  placed  upon  exports  of  peti'oleum  from  this  country. 

Mr.  Johnson.  Well,  Mr.  Chairman,  the  exporting  of  oil  is  done  I 
think  almost  wholly  by  the  large  companies  and  therefore  I  have  had 
nothing  to  do  with  that  and  I  have  not  given  the  subject  study  and  I 
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lun  not  preparad  to  give  a  considered  answer  to  tliat  question.  I 
wonld  like  to  answer  it  if  I  could,  but  I  cannot. 

Mr.  Cole.  AYell,  I  think  if  I  understood  your  testimony  a  few 
moments  ago  I  thought  you  said  there  should  be  a  limit  on  exports 
at  the  present ;  as  far  as  California  is  concerned  there  is  no  limitation 
upon  the  export  of  petroleum  and  you  don't  want  that  disturbed? 

Mr.  Johnson.  Well,  there  is  quite  a  definite  limitation  on  exports 
from  California,  Mr.  Chairman,  natural  limitations. 

Mr.  Cole.  I  mean  aside  from  that,  of  course. 

Mr.  Johnson.  Yes.  California  is  an  isolated  area.  For  instance, 
on  the  east  the  Rocky  Mountains  separate  us  from  the  markets 

Mr.  Cole.  That  is  not  Avhat  I  have  in  mind. 

Mr.  Johnson.  From  the  Mid-Continent,  and  that  perhaps  is  one 
reason  why  those  States  down  there  need  regulation  by  the  States 
more  than  we  do. 

]Mr.  Cole.  I  appreciate  that,  Mr.  Johnson.  What  I  have  in  mind 
is  this :  Just  as  you  have  increased  approximately  50  percent  in  the 
last  few  weeks,  your  exports  of  oil,  do  you  want  to  continue  that 
policy  so  far  as  California  is  concerned,  without  any  restriction? 

Mr.  Johnson.  The  countries  that  are  being  served  by  California, 
the  forsign  countries,  have  been  served  for  many,  many  years,  I 
understand  40  or  50  years,  and  it  would  ujiset  temporaril}^  the  econ- 
omy of  the  oil  business  in  California  if  that  were  discontinued. 

Mr.  Cole.  Of  course  the  State  of  California,  through  its  laws, 
caimot  meet  that  situation,  but  you  want  Congress,  the  Federal  Gov- 
ernment, to  restrict  the  importation  of  petroleum  here? 

Mr.  Johnson.  I  might  add  that  there  is  very  little,  if  any  oil, 
imported  into  the  State  of  California. 

Mr.  Cole.  Yes.     Thank  you,  Mr.  Johnson. 

Mr.  Johnson.  Thank  you. 

Statement  of  C.  A.  Johnson,  Representing  Oil  Producers'  Agency  of  Cali- 
fornia IN  Opposition  to  H.  R.  7372,  Made  in  Committee!  Hearing  HiiLo  in 
Los  ANGEajES,  January  18,  19-10 

My  name  is  C.  A.  Johnson.  I  am  apiieariug  for  Oil  Producers'  Agency  of 
California,  of  wliich  I  am  a  vice  president.  I  liave  managed  two  small  oil- 
producing  companies  for  the  past  17  to  19  years.  All  members  of  the  agency  are 
independent  producers,  with  the  exception  of  a  very  few  royalty  owners. 

Gentlemen  of  the  committee,  I  greatly  api.reciate  the  opportunity  of  appearing 
before  you,  which  I  do  as  a  layman  of  the  oil  industry,  i.  e.,  I  am  neither  a  techni- 
cal man,  a  lawyer,  nor  an  economist,  and  if  I  mention  matters  which  verge  on 
questions  pertaining  to  either  of  those  professions  I  shall  merely  be  stating  my 
conclusions  as  a  layman  not  qualified  to  discuss  them  as  a  member  of  the  appro- 
priate profession  would  be  able  to  do. 

I  am  presenting  my  testimony  in  three  parts,  i.  e.,  I.  Discussion  of  the  bill, 
II.  Application  of  the  bill,  and  II.  Some  attainments  po.ssible  under  the  bill. 

PART  I.   discussion  OF  THE  BILL 

As  ii  result  of  examining  H.  R.  7372  I  have  reached  certain  conclusions  in 
regard  to  it,  and  I  am  convinced  that  its  enactment  would  not  "further  the  ccm- 
servation  of  petroleum  by  the  elimination  of  wasteful  practices  and  methods"  as 
c(mtemplated  in  "Findings  and  declaration  of  policy"  of  the  bill.  By  that  I  mean 
to  say  that  I  believe  the  progress  being  made  by  the  industry  itself  would  not  be 
accelerated  by  Federal  Government  control.  On  the  contrary,  it  is  possible,  and 
I  think  it  liltely,  that  such  progress  would  be  retarded.  I  do  not  see  how  anyone 
at  all  familiar  with  oil  production  who  attempts  to  visualize  an  effort  to  make 
practical  application  of  the  provisions  of  the  bill  can  reach  any  other  conclusion, 
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and  many  experienced  petroleum  engineers,  as  well  as  practical  men,  with  whom 
I  have  discussed  the  snhject,  agree  with  this  view.  The  iwwors  with  which  the 
Commissioner  would  he  clothed  hy  the  terms  of  the  bill  are,  to  some  extent  at 
least,  of  an  arbitrary  nature.  I  presume  this  was  deemed  necessary  to  the  pur- 
pose of  tlie  bill.  At  any  rate  it  would  be  unwise  to  assume  that  the  power  might 
not  at  times  be  arbitrarily  exercised.  For  these  rea.sons  I  feel  deeply  concerned 
with  resiiect  to  results  which  might  follow  enactment  of  the  bill,  and  this  I 
believe  is  true  of  the  industry  as  a  whole. 

There  are  several  angles  to  the  impracticability  of  administering  the  provisions 
of  the  bill  so  as  to  attain  its  declared  objectives  by  the  application  of  accepted 
engineering  methods,  two  of  which  I  desire  to  emphasize  in  support  of  my  testi- 
mony. I  refer  to  the  fact  that  the  bill  will  not  displace  the  law  of  capture,  and 
that  it  does  not  permit  the  Commissioner  to  enforce  v;nit  control  of  operations, 
both  of  which  conditions  Government  witnesses  appearing  for  this  bill  have  te.sti- 
fied  are  essential  to  a  realization  of  the  avowed  purpose  of  the  bill,  i.  e.,  conser- 
vation. In  support  of  that  statement  I  will  first  quote  from  the  record  testimony 
of  Mr.  Ralph  J.  Watkins  : 

Page  467 :  "Scientific  unit  control  is  the  technical  ideal,  making  for  both 
minimum  costs  and  maximum  recovery,  but  this  technical  ideal  has  been  un- 
obtainable within  the  legal  framework  built  on  the  rule  of  capture." 

Page  46-S:  '"The  basic  conclusion  of  the  National  Resources  Conmiittee  in 
the  energy  resources  study  was  that  conservation  in  this  industry  means 
scientific  management  of  oil  and  gas  pools.  *  *  *  Although  the  right  of 
capture  has  been  modified  somewhat,  it  needs,  in  the  words  of  the  National 
Resources  Committee,  to  be  completely  displaced  by  a  thoroughgoing  law  of 
ownership  in  place,  which  would  allot  to  each  producer  that  proportion  of 
the  oil  and  gas  in  the  common  reservoir  which  underlies  the  land  he  owns  or 
controls.     *     *     *" 

And  testimony  of  Mr.  Ben  E.  Liudsly,  recorded  on  page  485 :  "I  do  not  see 
how  the  bill  can  accomplish  the  things  that  it  proposes  to  accomplish  without 
some  kind  of  unit  control  of  oil  fields.  It  is  just  impossible;  it  cannot  be 
done." 

As  well  as  testimony  of  Mr.  Glenn  E.  McLaughlin,  page  505:  "*  *  *  One 
of  the  major  causes  of  waste  of  oil  and  gas  relates  to  the  right  of  the  indi- 
vidual landowner,  with  few  exceptions,  to  "capture"  all  of  the  oil  and  gas 
which  is  produced  from  wells  on  his  property.  *  *  *  The  alternate  to 
competitive  production  is  some  kind  of  a  system  of  scientific  or  unit-field 
operation  in  which  the  spacing  of  wells  and  the  rate  of  operation  are  based 
upon  efforts  to  recover  a  maximum  proportion  of  the  underground  resources 
and  to  make  most  effective  use  of  the  lifting  power  of  natural  gas.     *     *     *" 

Mr.  Watkins  was  chairman  of  the  Energy  Resources  Committee  and  director 
of  its  research  staff.  On  page  469  of  the  record  he  summed  up  the  import  of 
the  findings  of  the  National  Resources  Committee  study  in  paragraphs  1  to  6, 
inclusive.  In  this  summary  the  rule  of  capture  is  criticized,  and,  inferentially, 
unit  control  is  recommended.  Also,  in  Energy  Resources  and  National  Policy, 
the  report  of  the  Energy  Resources  Committee  to  the  National  Resources  Com- 
mittee, of  which  latter  committee  Hon.  Harold  L.  Ickes,  Secretary  of  the  In- 
terior, was  chairman,  it  is  made  perfectly  clear  that  the  Committee  strongly 
recommends  unitization  as  a  means  of  preventing  waste.  Nearly  9  pages  of 
that  report  (pp.  216  to  225)  are  wholly  devoted  to  the  subject,  and  frequent 
and  extensive  references  to  it  are  made  elsewhere  in  the  report.  On  page  24, 
second  column,  of  Energy  Resources  and  National  Policy,  is  identically  the 
same  language  as  used  by  Mr.  Watkins  in  the  latter  part  of  his  testimony 
which  I  have  quoted  as  appearing  on  page  468  of  the  record. 

The  quotations  I  have  read  are  conclusive  on  the  points  of  displacement  of 
the  law  of  capture  and  compulsory  unitization  being  essential  to  the  purposes 
of  the  bill,  but  it  is  quite  obvious  that  the  provisions  of  the  bill  could  not 
accomplish  unitization  with  respect  to  existing  fields,  and  on  that  point  I  should 
like  to  quote  from  the  record  as  follows : 

Page  539:  "]Mr.  Wolverton.  From  the  testimony  that  came  before  us  day 
before  yesterday,  it  would  seem  that  there  were  very  few  pools  that  were  now 
being  operated  on  the  unit  system.  I  think  if  I  recollect  correctly,  it  was  185 
pools  of  3,000  existing  pools.  Thus,  while  there  might  be  agreement  as  to  the 
advisability  of  having  such  a  system,  yet,  (for)  some  reason  or  other  it  seems 
to  have  been  difficult  to  place  in  operation. 

"Secretary  Ickes.  Difficult  to  make  it  retrocative. 

"Mr.  Wolverton.  I  beg  your  pardon. 

"Secretary  Ickes.  •  Difficult  to  make  it  retroactive." 
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Not  only  is  unitization  of  old  fields  not  authorized  under  the  terms  of  the  bill 
but  it  is  equally  clear  that  unitization  could  not  straightforwardly  be  required 
with  respect  to" new  fields  under  the  terms  of  this  bill  or  any  Federal  bill,  and 
tliat  unitization  could  not  be  accomplished  at  all  except  on  Federal  lands.  I 
shall  again  quote  from  the  record : 

Page  415 :  "Mr.  Wolverton.  For  that  reason,  T  am  inquiring  whether  the  pro- 
visions of  the  bill  would  enlarge  the  jurisdiction  of  the  Department  with  respect 
to  it   (unitization). 

"Mr.  SoYSTER.  In  my  opinion  the  bill  does  not  make  mandatory  unit  or  cooper- 
ative development.  It  simply  requires  practices  which  of  necessity,  in  some 
cases,  may  result  in  unit  or  cooperative  development  and  operation  because 
those  engineering  factors  or  principles  which  the  bill  defines  as  the  basis  of 
ascertaining  waste  cannot  be  applied  effectively  if  the  pool  or  field  is  not  de- 
veloped and  operated  under  a  cooperative  or  unit  plan.  To  my  knowledge  there 
is  nothing  in  this  bill  that  enforces  or  requires  the  holders  of  patented  lands 
to  join  a  unit  or  cooperative  plan." 

On  page  474  of  the  record  is  a  question  asked  by  Congressman  Wolverton  and 
answered  by  Ralph  J.  Watkins,  as  follows : 

"Mr.  Wolverton.  Doctor,  you  have  made  reference  many  times  during  your 
statement  to  the  importance  of  having  a  unit  system  of  recovery,  as  a  means 
of  precluding  waste.     Does  this  bill  make  possible  that  program? 

Mr.  Watkins.  I  just  indicated  a  moment  ago  that  I  am  inclined  to  question 
whether  it  goes  far  enough  in  that  respect,  insofar  as  the  recommendations  of 
tlie  National  Resources  Committee  are  concerned." 

I  also  quote  from  the  testimony  of  Hon.  Harold  L.  Ickes : 

Page  540:  "Mr.  Wolverton.  I  did  not  understand  that  that  law  (the  law  of 
1935)  went  to  the  extent  of  giving  authority  to  require  such  an  agreement  on 
private  land. 

"SecretaiT  Ickes.  Public  lands. 

"Mr.  Wolverton.  That  is  quite  different. 

"Secretary  Ickes.  There  is  no  law  applying  to  private  lands." 

Page  541 :  "Mr.  Woltorton.  But  you  have  already  said  the  bill  does  not  give 
additional  power  with  reference  to  unit  operations. 

"Secretary  Ickes.  No  ;  it  does  not. 

"Mr.  Wolverton.  The  point  that  I  have  in  mind  is  this,  that  if  the  Federal 
Government  goes  into  a  State  and  exercises  jurisdiction  over  an  individual  oil 
owner,  it  seems  to  me  it  would  not  be  a  much  further  step  to  say  that  it  has  that 
same  power  to  go  in  and  exercise  jurisdiction  over  several  owners  at  the  same 
time. 

"Secretary  Ickes.  I  think  that  it  would  be  going  too  far  to  compel  contractual 
relations  among  them,  and  I  doubt  whether  the  courts  would  sustain  such  a 
power." 

It  appears  also  that  there  is  no  intention  under  the  provisions  of  the  bill  to 
take  jurisdiction  over  unitization.  This  view  is  confirmed  by  testimony  of 
Secretary  Ickes,  which  I  quote  from  page  540  of  the  record : 

"Mr.  Wolverton.  Under  the  provisions  of  this  bill  the  Secretary  makes  an 
investigation  and  then  announces  his  findings  of  wasteful  methods  that  are  exist- 
ing. Could  he,  under  the  provisions  of  this  bill,  find  the  facts  to  be  that  wasteful 
methods  were  in  effect  because  of  the  failure  to  adopt  the  unit  system  of  opera- 
tion? 

"Secretary  Ickes.  I  do  not  believe  so. 

"Mr.  Wolverton.  Then  I  assume  there  is  no  intention  under  the  provisions 
of  this  bill  to  take  jurisdiction  in  matters  of  that  kind? 

"Secretary  Ickes.  That  is  correct." 

There  are  then  no  State  laws,  and  legislation  by  States  is  necessary  if  unit 
operations  are  to  be  compelled  by  law.  This  is  evidenced  by  further  testimony 
of  Secretary  Ickes,  which  I  quote  from  the  record : 

Page  539:  "Mr.  Wolverton.  The  very  fact  tliat  the  system  is  so  generally  ap- 
proved, and  yet  is  not  made  operative,  indicates  to  me  that  there  must  be  some 
basic  difficulty.  I  have  been  endeavoring  to  find  out  what  the  real  diflBculty  is. 
There  are  no  State  laws  as  I  understand  that  now  compel  unit  operations.  Do 
you  know  of  any? 

"Secretary  Ickes.  No  ;  we  have  none." 

Furthermore,  in  Energy  Resources  and  National  Policy  there  appears  at  the 
top  of  the  first  column  on  page  217,  the  following  statement : 

"Effective  unit  operation  requires  the  compulsory  pooling  of  both  operator 
and  lease  interests.     Such  an  arrangement   undoubtedly  would   require   State 
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legislation  ijroviding  for  unit  agreements  and  new  lease  forms  to  replace  present 
lease  obligations.     *     *     *" 

And  in  the  second  coliunu  ou  page  235  of  the  same  publication,  under  caption 
Legal  Basis  for  State  Regulation,  is  the  following  statement : 

"State  regulation  of  the  oil  and  gas  industry  is  based  upon  political  power 
and  its  use  to  provide  for  the  general  welfare.  It  has  been  suggested  that  this 
power  is  already  sufficient  for  the  initiation  of  a  system  of  unit  operation, 
although  a  further  change  in  the  law  of  ownership  of  mineral  rights  would 
probably  be  required.     *     *     *" 

Notliing  could  be  plainer  than  the  disbelief  of  the  Energy  Resources  Com- 
mittee in  the  authority  of  the  Federal  Government  to  compel  unit  operations, 
but  it  did  set  forth  its  reasons  for  believing  the  States  can  do  it.  If  only 
the  States  may  legislate  to  compel  the  unitization  which  it  has  been  testified 
is  so  essential  "to  the  successful  administration  of  the  bill,  it  seems  reasonable 
to  believe  that  the  States  would  also  insist  on  control  of  the  fields  in  the 
event  they  required  their  unitization. 

On  the  ground  that  the  bill  does  not  authorize  the  compulsory  unitization 
deemed  by  its  proponents  to  be  so  essential,  if  on  no  other,  the  bill  must  be 
rejected  insofar  as  its  effectiveness  as  purely  a  waste  prevention  measure  is 
concerned,  in  view  of  which  it  seems  to  me  desirable  to  examine  its  possi- 
bilities in  other  directions,  and  inasmuch  as  either  the  prevention  of  avoidable 
waste  or  stabilization,  or  both,  seem  generally  to  be  regarded  as  the  objective 
of  any  plan  which  may  cui'tail  the  production  of  oil,  it  appears  to  be  in  order 
to  briefly  consider  the  bill  from  the  standpoint  of  stabilization. 

There  is  not  found  in  the  language  of  the  bill  any  reference  to  supply  and 
demand.  It  is  silent  upon  the  subject  of  excessive,  insufficient,  or  economic 
stocks  of  oil  and  refined  products  of  oil.  Such  items  as  cost,  price,  profit  and 
loss  are  not  mentioned.  Secretary  Ickes  testified  in  effect  that  the  bill  places 
no  limitation  ou  production  except  as  it  may  result  from  reducing  physical 
waste,  as  follows: 

Page  524  of  the  record :  "In  contrast  with  the  several  purposes  of  State  laws, 
the  bill  H.  R.  7372  is  designed  solely  to  conserve  petroleum  and  to  provide 
for  cooperation  with  the  States  in  preventing  its  waste.  It  does  not  authorize 
the  Federal  Goveriunent  to  limit,  on  the  basis  of  demand,  the  oil  production 
of  the  United  States,  or  of  any  State,  field,  or  well.     *     *     *" 

Also  Page  5.S4 :  "Secretary  Ickes  (interposing).  As  to  the  difference.  In 
any  plan  there  ought  to  be  an  apportionment,  a  proper  apportionment;  not  a 
limitation.  They  are  quite  distinct.  We  do  not  propose  to  limit  except  in 
places  like  Illinois,  for  instance,  where  it  will  appear  that  they  are  producing 
more  than  they  ought  to  be  producing  in  comparison  with  other  States  which 
are  limiting  themselves  as  between  themselves." 

Page  .538:  "Secretary  Ickes.  No.  As  I  said  in  my  statement,  it  would  still 
be  up  to  the  States  to  determine  what  amount  of  oil  could  be  produced,  pro- 
vided that  there  was  no  avoidable  waste.     There  is  the  only  limitation." 

Other  Government  witnesses  have  stated  in  effect  that  the  bill  does  not 
apply  to  economic  waste,  prices,  or  marketing.  I  quote  from  the  testimony 
of  Mr.  David  Hudson  : 

Page  71  :  "Mr.  Wolverton.  Does  this  bill  directly  or  indirectly  seek  to  con- 
trol marketing? 

"Mr.  HiTBSON.  No,  sir ;  it  does  not." 

Page  79:  "Mr.  Hudson.  The  bill  does  not  lay  down  any  standard  nor  make  any 
provision  concerning  economic  waste,  or  on  the  question  of  prices  or  marketing 
in  any  of  its  phases.  It  is  limited  to  the  physical  aspects  of  the  production 
in  the  field." 

Page  SO:  "Mr.  Wolvekton  (continuing).  So  that  the  purpose  of  this  bill  is 
only  to  regulate  production  and  has  nothing  to  do  with  price  control. 

"Mr.  Hudson.  That  is  correct.     There  is  no  function  as  to  that." 

And  from  the  testimony  of  Mr.  Alfred  G.  White : 

Page  163:  "Mr.  Wolverton.  That  is  just  what  I  wanted  to  bring  out.  Does 
this  bill  deal  with  physical  waste  or  economic  waste? 

"Mr.  White.  I  think  the  bill  answers  that  question  itself,  if  I  recollect,  in 
its  language. 

"Mr.  Wolverton.  Physical  waste? 

"Mr.  White.  It  has  no  relation  to  balancing  market  demand  and  supply,  so 
far  as  I  can  find  out." 

And  of  Secretary  Ickes: 
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Page  535:  "I  do  uot  think  there  ought  to  be  any  power  to  fix  prices  under 
this  bill  or  do  anything  that  would  have  that  effect." 

Therefore,  although  some  of  the  Government  witnesses  have  referred  to  the 
effect  of  stabilization  on  conservation,  and  vice  versa,  and  it  has  perhaps  been 
difficult  for  them  to  fully  separate  the  two  in  their  consideration  of  the  subject, 
in  view  of  the  bill  being  silent  on  stabilization  and  of  the  positive  testimony  of 
its  proponents  that  no  phase  of  stabilization  is  contemplated  by  the  bill,  I  am 
here  assuming  that  it  has  no  such  purpose. 

PAliT  II.    APPLICATION   OF  THE  BILL 

Inasmuch  as  the  bill  In  its  practical  application  would  not  effectuate  the  pre- 
vention of  avoidable  waste,  and  is  not  drawn  for  the  ijurpose  of  stabilization,  it 
should  be  determined  if  the  provisions  of  the  bill  are  susceptible  of  being  ad- 
ministered so  as  to  attain  any  other  possible  objectives  of  which  we  have  knowl- 
edge, and  if  so  what  they  are. 

Section  11  authorizes  the  Commissioner  to  cooperate  with  the  States,  but 
from  a  reading  of  the  bill  it  is  clear,  and  testimony  is  to  the  effect,  that  the 
authority  of  the  Commissioner  would  be  superior  to  that  of  the  States,  and  that 
it  would  prevail,  and,  therefore,  from  the  point  of  view  of  the  industry,  and  I 
presume  also  of  the  States,  such  cooperation  cannot  seriously  be  accepted  as  a 
major  objective  of  the  bill. 

However,  in  my  opinion,  it  would  be  a  serious  mistake  to  conclude  that 
nothing  at  all  could  be  done  by  the  Commissioner  under  the  provisions  of 
the  bill.  The  arbitrary  power  it  confers  upon  him  is  considerable,  in  view  of 
which  it  is  my  further  opinion  that  there  are  ends  which  could  be  realized 
in  the  administration  of  the  bill,  some  of  which  would  be  very  objectionable 
to  the  industry  and  perhaps  to  a  vast  majority  of  the  people  of  the  country. 
It  must  be  anticipated  that  the  Commissioner  would  exercise  in  some  way  the 
arbitrary  powers  conferred  upon  him  by  the  bill.  He  is  specifically  authorized 
to  define  technical  terms  used  in  the  bill.  His  definitions  would  in  turn  deter- 
mine in  some  degree  the  existence  or  nonexistence  of  waste.  Therefore,  the 
Commissioner  would  not  be  bound  by  the  accepted  definitions  of  technical 
terms  as  they  are  understood  in  the  industry.  These  definitions  axe  the  result 
of  long  usage  by  men  who  have  devoted  their  careers  to  the  industry's  technical 
problems.  It  follows  that  the  vital  standards  of  conduct  in  producing  oil  and 
natural  gas  are  left  to  the  determination  of  the  Commissioner  alone.  Such 
broad  powers  could  be  exercised  in  ways  to  bring  about  almost  any  result 
that  might  be  desired  by  the  Commissioner  as  to  the  quantity  of  production. 

PART    III.    SOME    ATTAINMENTS    POSSIBLE    UNDER    THE   BILL 

Mr.  David  Hudson  testified  that  H.  R.  7372  was  prepared  in  conference  with 
the  technical  people  of  the  agencies  of  the  Department,  viz,  Petroleum  Con- 
servation Division,  Bure:iu  of  Mines,  Geological  Survey,  and  he  thought  the 
Office  of  Indian  Affairs,  and  that  it  was  reviewed  by  Mr.  Nathan  INIargold. 
All  these  are  in  the  Department  of  the  Interior.  Of  the  15  Government  witnesses 
who  appeared  in  support  of  the  bill  in  the  November  1939  hearing,  11  were  men 
of  position  in  the  Department  of  the  Interior  (if  Natural  Resources  Planning 
Board  was  in  that  Department ;  otherwise  10)  and  6  of  the  11  collaborated  in 
the  preparation  of  Report  of  the  Energy  Resources  Committee  to  the  National 
Resources  Committee  of  which  latter  Committee  the  honorable  Harold  L. 
Ickes,  Secretary  of  the  Interior,  was  chairman.  This  report  is  printed  in 
F^nergy  Resources  and  National  Policy — a  Government  publication  hearing  date 
of  January  1939.  Another  witness,  Mr.  Glenn  E.  McLaughlin,  who  holds  a 
Government  position  with  Securities  and  Exchange  Commission,  was  author  of 
part  I,  section  II  (which  is  the  part  pertaining  to  the  petroleum  and  natural 
gas  industries)  of  Energy  Resources  and  National  Policy.  Examination  of 
that  publication  and  of  the  testimony  of  these  witnesses  discloses  a  remarkable 
degree  of  harmony,  which  is  not  astonishing  in  view  of  the  participation  of  a 
number  of  the  gentlemen  in  the  preparation  of  Energy  Resources  and  National 
Policy.  The  circumstances  warrant  the  belief  that  some  of  them  also  collabo- 
rated in  preparing  H.  R.  7372.  I  believe  these  facts  and  circumstances  reason- 
ably establish  a  harmony  of  objectives  as  between  the  authors  of  Energy 
Resources  and  National  Policy  and  of  this  bill  and  its  supporters  who  have 
appeared  before  you,  a  mnnber  of  whom,  as  I  have  stated,  collaborated  in  the 
energy  resources  study  and  the  preparation  of  the  Energy  Resources  Committee 
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report,  which  relates  not  only  to  petroleum  and  natural  gas,  but  also  to  coal  and 
water  power,  as  the  principal  sources  of  fuel  and  electrical  energj',  and  makes  It 
plain  tliat  its  authors  believe  that  certain  uses  now  made  of  oil  and  natural  gas 
constitute  waste,  and  that  such  uses  should  be  reserved  for  what  is  termeM 
''lower  grade"  fuels  and  water  power.  On  page  90  beginning  near  the  bottom 
of  the  first  column  is  this  statement : 

"It  has  been  estimated  that  the  average  cost  of  main-line  transportation, 
including  a  moderate  return  on  investment,  is  3  to  4  cents  per  1,000  cubic  feet 
of  gas  per  100  miles.  On  this  basis,  natural  gas  consumed  in  Illinois,  most  of 
which  comes  from  Louisiana,  the  Panhandle  of  Texas,  or  southwestern  Kansas, 
would  require  an  average  outlay  for  transportation  of  at  least  16  to  24  cents, 
yet  the  average  price  to  industrial  consumers  in  1936  was  only  18.4  cents.  A 
similar  relationship  exists  for  Indiana  and  possibly  Michigan,  focal  States  in 
eastern  coal  competition.  Part  of  the  industrial  sales  of  gas  are  made  at  ex- 
tremely low  rates  to  so-called  main-line  industrial  consumers.  To  the  extent 
that  these  low  rates  induce  consumption  of  gas  for  needs  that  could  be  met 
equally  well  by  the  more  abundant  coal,  the  sales  of  such  gas  are  for  inferior 
use.  Rapid  exhaustion  of  relatively  scarce  fuel  resources  by  turning  them  into 
low-grade  use  is  injui-ious  to  the  long-term  interests  of  the  higher  levels  of 
consumption.  Hence,  directive  control  to  relate  consumption  to  volume  of  re- 
serves is  needed  to  achieve  a  balance  that  unrestricted  competitive  development 
fails  to  accomplish." 

And  in  the  second  column  on  page  121  of  the  same  publication  is  the  following 
statement  under  caption  Interfuel  Policy : 

»*  *  *  Wherever  fuels  may  be  readily  substituted,  the  Government  should 
foster  use  of  fuel  available  in  more  abundance  for  fuel  available  in  less  abund- 
ance. Water  power  is  available  substantially  in  perpetuity.  Coal  ranks  next 
in  terms  of  abundance,  whereas  oil  and  gas,  according  to  present  knowledge, 
are  relatively  much  less  abundant  than  coal.  Accordingly,  there  is  a  need  to 
foster  the  use  of  water  power  wherever  the  cost  of  development  is  favorable. 
On  the  other  hand,  the  life  of  the  oil  and  gas  resources  is  being  threatened  by 
consumption  for  uses  that  could  be  about  as  well  served  by  coal.  The  chief 
direct  inroads  into  the  market  for  coal  are  being  made  by  the  use  of  fuel  oil 
for  space  heating  and  large  stationary  installations  for  power  production,  and 
the  use  of  natural  gas  for  heavy-duty  industrial  purposes.  This  utilization 
should  be  discouraged  as  much  as  possible  by  a  program  of  education,  but  it 
appears,  also,  that  additional  steps  need  to  be  taken.  Regulation  of  pipe  lines 
by  the  Federal  Government  with  a  view  to  establishing  a  quantity  rate  for 
transportation  similar  to  that  charged  coal  shippers  by  railroads  (a  tonnage 
rate)  seems  to  be  desirable.  A  tax  on  fuel  oil,  high  enough  to  discourage 
further  extension  in  consumption,  but  at  the  same  time  not  too  high  to  cause 
severe  hardship  to  present  consumers,  would  be  a  step  toward  rational 
utilization." 

Page  194,  second  column :  "If  all  of  the  crude  oil  could  be  used  to  manu- 
facture the  more  valuable  petroleum  products  and  the  users  of  the  less  valuable 
products  be  shifted  to  coal,  the  production  of  crude  oil  might  be  materially  re- 
stricted and  the  life  of  reserves  correspondingly  increased.  This  suggestion 
was  made  by  the  Federal  Oil  Conservation  Board  in  its  first  report  in  February 
1926.  In  the  main,  it  was  ba.sed  upon  the  realization  that  reserves  of  natural 
gas  and  petroleum  are  much  smaller  than  those  of  coal  and  that  the  functions 
of  heav.v  fuel  oils  may  be  performed  b.v  coal." 

Page  195,  first  column :  "The  problem  of  restricting  less  urgent  uses  may  be 
stated  in  terms  of  the  desirability  of  using  coal  for  the  cheaper  requirements, 
and  therefore  of  restricting  fuel  oil  sales." 

Near  the  bottom  of  the  second  column  on  page  228  of  that  publication  there 
appears  under  the  caption  Restriction  of  Use  to  Urgent  Needs,  the  following 
statement :  "The  conservation  of  oil  and  gas  resources  will  be  furthered  by  the 
allocation  of  these  minerals  to  the  more  efficient  or  superior  uses.  It  is  recom- 
mended, therefore,  that  the  oil  and  gas  industries  be  regulated  so  as  to  dis- 
courage less  efficient  use." 

Here  we  are  faced  with  a  declaration,  in  effect,  that  certain  present  uses 
constitute  waste  of  oil  and  gas,  and  that  there  should  be  substituted  for  such 
uses  lower  grade  fuels. 

The  publication  discloses  that  the  authors  of  Energy  Resources  and  National 
Policy  believe  there  should  be  governmental  control  of  all  the  natural  sources 
of  energy,  which  would  permit  allocating  to  each  source  such  share  of  the  total 
fuel  and  power  requirements  of  the  country  as  in  the  wisdom  of  those  in  charge 
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iiagbt  seem  proper  or  desirable.  That  the  policy  relating  to  petroleum  is  not 
disassociated  from  policies  relating  to  coal  and  water  power  in  the  minds  of 
those  responsible  for  Energy  Resources  and  National  Policy,  and  that  they 
believe  the  Federal  Government  should  exercise  coordinated  control  over  all 
those  resources,  and  that  such  control  should  restrict  or  eliminate  what  is 
termed  "inferior"'  use  of  oil  and  natural  gas,  seems  definitely  established  by  the 
following  statements  apearing  in  that  publication  at  the  pages  shown : 

Page  3,  in  first  column :  "The  obvious  fields  of  remedy  with  respect  to  con- 
servation of  energy  resources  seem  to  lie  (1)  in  promoting  greater  efficiency  in 
the  production  of  the  fuel  resources  from  the  standpoint  of  recovery;  (2)  in 
promoting  greater  rcdiiomy  in  the  use  of  fuels;  and  (3)  in  placing  a  larger 
sliare  of  the  enc  r.i^y  burden  on  lower  grade  fuels  and  water  power." 

Page  30,  in  first  coUunn :  "Bituminous  coal,  petroleum,  natural  gas,  anthracite 
coal,  and  water  power — in  descending  order  of  relative  contribution  to  the 
Nation's  energy  supply — these  are  the  energy  foundation  stones  of  our  indus- 
trial civilization.  A  policy  of  any  one  of  these  resources  is  bound  to  affect  its 
relative  position  with  respect  to  the  others.  It  is  difficult  in  the  long  run, 
therefore,  to  envisage  a  national  coal  policy  or  a  national  petroleum  ijolicy  or  a 
national  water-power  policy  without  also  in  time  a  national  policy  directed 
toward  all  these  energy  producers — that  is,  a  national  energy  resources  policy.' 

Page  231,  second  column :  "In  view  of  the  production  conditions  in  the  oil 
jind  gas  industry,  it  appears  that  the  maximum  of  comprehensive  social  benefit 
from  these  resources  requires  a  far-reaching  authority  from  control  of  produc- 
tion to  control  of  competitive  energy.  Consequently  it  is  proposed  that  such  a 
regulatory  coiiiniissinn  be  related  to  similar  boards  or  commissions  regulating 
the  production,  disirilnition,  and  use  of  coal,  water  power,  and  electric  power. 
An  energy  resources  division  might  well  be  established  in  some  Federal  depart- 
ment, perhaps  in  a  new  Department  of  Conservation  or  of  Minerals." 

In  corroboration  of  this  policy,  Hon.  Harold  L.  Ickes,  Secretary  of  the  Depart-^ 
ment  of  the  Interior,  is  quoted  as  having  said  in  an  address  made  by  him 
recently  before  a  meeting  of  the  National  Coal  Association  that : 

"Since  the  problem  of  the  conservation  and  utilization  of  all  natural  resources 
is  a  national  one,  the  Federal  Government  has  taken  vigorous  steps  to  coordinate 
the  various  phases  of  it.  The  administration  fully  recognizes  that  conseiTa- 
tion  is  not  a  hodge-podge  of  independent  objectives.  For  instance,  you  cannot 
separate  the  coal  problem  from  the  oil  and  natural-gas  problems.  All  of  the 
i-esources  of  the  Nation  form  one  large  pattern  and  must  be  treated  as  a  whole." 

Gentlemen  of  the  committee,  while  I  believe  the  bill  is  impotent  to  induce 
any  conservation  additional  to  that  which  the  industry  would  otherwise  accom- 
plish, and  it  is  otficially  denied  that  it  is  a  stabilization  matter.  I  do  believe 
that  it  could  be  used  effectively  to  limit  production  of  oil  and  natural  gas — 
not  by  a  plan  of  consistent  application  of  engineering  principles  but  by  more 
or  less  arbitrary  action  and  I  am  fearful  that  restrictions  on  the  production  of 
oil  and  natural  gas  to  the  extent  that  they  would  be  Insufficient  to  supply  all 
needs  now  supplied,  including  the  so-called  "inferior  uses,"  or  to  supply  any 
increase  in  such  needs  or  uses,  are  possible  of  realization  in  the  administration 
of  H.  R.  7372.  I  am  convinced  that  the  arbitrary  powers  conferred  by  the  bill 
would  permit  that.  Perhaps  it  in  turn  would  mean  the  substitution  of  coal 
advocated  in  "Energy  Resources  and  National  Policy.  This  would  be  a  long 
step  in  the  direction  of  such  coordinated  Federal  control  of  all  the  principal 
enei'gy  resources  as  is  visioned  by  the  authors  of  that  publication.  I  am  op- 
posed to  the  bill,  and  to  any  bill  which  might  possibly  permit  of  such  a  result, 
and  I  am  confident  that  such  also  is  the  position  of  the  industry.  It  would, 
therefore,  seem  to  me  that  if  Congress  should  consider  H.  R.  7372,  or  any 
similar  bill,  it  might  be  considering  but  one  part  of  a  general  plan  of  control 
of  all  the  natural  energy  resources,  and  that  if  it  is  going  to  consider  such  a 
bill,  possibly  it  ought  at  the  same  time  to  take  up  the  other  objectives  of  Energ:^- 
Resources  and  National  Policy  and  thus  avoid  doing  piecemeal  that  which  it 
might  be  unwilling  to  do  if  presented  as  a  whole.  Regardless  of  the  desira- 
bility or  nondesirability  of  coordinated  Federal  control  of  all  energy  resources; 
the  ramifications  of  the  subject  are  so  vast,  the  economic  effects  involved  are 
so  great,  and  the  modification  of  long-established  policy  of  the  Government  in 
its  relation  to  private  industry  would  be  so  extensive,  that  they  warrant  most 
serious  consideration  of  the  direction  and  ultimate  results  of  legislation  of  the 
nature  and  scope  apparently  contemplated  by  Energy  Resources  and  National 
Policy.  As  indicated  earlier  in  my  testimony,  I  feel  that  such  a  plan,  or  this 
bill  alone,  is  objectionable,  and  I  believe  that  neither  of  them  would  serve  the 
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best  interests  of  the  country.  I  also  believe  that  the  enactment  of  either  into 
law  would  constitute  a  step  in  the  direction  of  destroying  our  system  of  private 
industry. 

I  would  like  to  conclude  with  the  statement  that  in  my  opinion  the  power 
to  control  the  overall  production  of  the  raw  material  used  in  any  industry 
involving  the  apportioning  of  the  total  production  among  States  or  producers, 
includes  all  the  elements  necessary  to  control  the  industry.  Even  though  such 
control  be  exercised  indirectly ;  nevertheless  it  would  constitute  a  very  con- 
siderable degree  of  control  of  activities  other  than  that  of  producing,  and  if 
such  control  is  accomplished  through  Federal  legislation  it  would,  of  course,  be 
exercised  by  a  Federal  Administrator  having  absolute  and  final  authority. 

Mr.  Cole.  Now,  I  have  before  me  a  letter  of  Mv.  Emil  Kliith.  Is 
Mr.  Khith  in  the  room  ? 

Mr.  Kluth.  Yes. 

Mr.  Cole.  Do  you  want  to  file  a  statement  with  the  committee? 

Mr.  Kluth.  Yes;  I  would  like  to  read  the  statement  to  the  com- 
mittee. 

Mr,  Cole.  I  have  not  arranged  any  time  to  hear  you. 

Mr.  Kluth.  It  would  only  take  5  minutes. 

Mr.  Cole.  How  many  other  gentlemen  in  the  room  have  statements 
they  want  filed  with  the  committee?  Is  there  any  other  gentleman 
here?     If  there  are,  stand  up.    Do  you  want  to  be  heard,  sir? 

Mr.  Porter.  I  would  like  to  file  a  statement,  sir. 

Mr.  Cole.  All  right.    Step  up  here  with  it.    What  is  your  name? 

Mr.  Porter.  W.  W.  Porter. 

Mr.  Cole.  \Y.  W.  Porter? 

Mr.  Porter.  Yes,  sir. 

Mr.  Cole.  Where  do  you  live,  Mr.  Porter? 

Mr.  Porter.  Los  Angeles. 

Mr.  Cole.  What  is  your  business? 

Mr.  Porter.  A  consulting  geologist.  I  have  copies  here  for  the 
members  of  the  committee.     [Handing  copies  to  committee,] 

Mr.  Wolverton.  May  I  ask  with  what  phase  of  the  situation  your 
statement  deals,  Mr.  Porter? 

Mr.  Porter.  It  deals  with  the  effect  of  this  bill. 

Mr.  Wolverton,  Speak  louder. 

Mr.  Porter,  It  deals  with  the  effect  of  this  bill  on  the  exploration 
and  making  available  future  reserves, 

Mr.  AYoLVERTON,  Is  it  for  the  purpose  of  raising  capital? 

Mr,  Porter,  Yes,  sir, 

Mr.  Wolverton.  Do  you  express  an  opinion  in  your  statement  that 
the  passage  of  the  bill  would  possibly  disable  production  and  raising 
of  capital  and  therefore  future  exploration  would  be  less  probable? 

Mr.  Porter.  Yes,  sir. 

Mr.  Cole.  Is  this  a  voluntary  statement  on  your  part,  or  is  it  in- 
spired by  any  request  from  an  employer? 

Mr.  Porter.  It  is  inspired  by  no  request. 

Mr.  Cole.  Very  welL    You  may  file  it  at  this  time. 

STATEMENT  OF  WILLIAM  W.  PORTER  II 

My  name  is  William  W.  Porter  II.  I  am  a  resident  of  Los  Angeles, 
Calif.  I  have  completed  undergraduate  and  graduate  work  at  Har- 
vard University,  receiving  the  degree  S.  F.  and  A.  M,,  both  in 
geology.  I  have  been  engaged  in  the  oil  business  as  geologist  for  13 
years,  as  geologist  for  major  companies,  and  for  the  last  8  years  as  a 
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■consiiltaiit.  Much  of  my  experience  has  been  in  the  field  of  explora- 
tion for  oil  in  California,  with  additional  work  in  Texas,  Mexico, 
Central  America,  and  Canada. 

The  interference  with  the  recovery  of  future  reserves  and  failure  to 
accomplish  the  alleged  purpose  as  a  conservation  measure  merit 
consideration  in  respect  to  their  relation  to  H.  R.  7372.  In  previous 
mention  of  oil  reserves,  the  manner  through  which  these  reserves 
shall  be  made  available  has  been  ignored.  The  only  reserve  of  prac- 
tical use  is  the  available  reserve.  Availability  results  from  explora- 
tion and  discovery  efforts,  the  combined  costs  of  which  have  amounted 
•to  some  $10,000,000,000.  The  sum  spent  on  oil  discoverv  is  not 
reflected  in  most  considerations  of  the  $15,000,000,000  industry,  yet 
it  is  an  integral  part  without  which  there  would  be  no  oil  industry. 

New^  oil  reserves  can  be  discovered  only  by  drilling  of  exploratory 
w^ells,  and  these  w^ells  will  be  drilled  only  if  petroleum  economics  at- 
tract the  necessary  capital. 

Disturbance  of  the  economy  which  makes  attractive  the  flow  of 
capital  into  the  exploration  phase  of  the  industry  must  result  in 
lowering  of  the  discovery  rate  or  its  complete  cessation.  With  best 
available  scientific  aid,  only  1  out  of  about  28  wildcat  wells  results 
in  discovery  of  an  oil  field.  In  the  all  time  history  of  the  industry, 
the  discovery  proportion  is  about  1  to  800.  The  cost  of  discovering 
oil  reserves  to  date  has  been  $10,000,000,000  worth  of  dry  holes. 
If  H.  R.  7372  ])i'e vents  the  flow  of  capital  necessary  for  continued 
oil  finding,  and  it  will  be  shown  why  it  does,  the  consequences 
will  be  disastrous;  and  if  its  practical  effect  limits  exploration  efforts 
to  operators  of  great  wealth,  it  will  create  monopoly.  More  than 
])eing  merely  unnecessary,  H.  R.  7372  is  therefore  menacingly 
undesirable. 

The  bill  is  not  a  conservation  measure  because  it  reverses  the  con- 
servation principles  established  by  the  Department  of  the  Interior 
for  other  vital  products,  and  differs  in  fundiunental  principle  with 
the  oil  conservation  methods  in  practice  by  warring  nations  today. 
True  conservation  in  an  emergency  is  practiced  by  encouraging 
discovery  and  development  and  limiting  use.  This  was  the  United 
States  Government  policy  at  the  time  of  the  last  war.  Shortages 
of  chromium  and  manganese  existed.  Contrary  to  H.  R.  7372, 
principles  of  regimenting  the  discoverer  and  producer,  the  discovery 
and  development  of  these  valuable  metals  was  encouraged  and  even 
subsidized  by  the  Federal  Government. 

There  is  little  that  is  convincing  in  the  argument  that  present 
emergency  conditions  demand  Federal  control  of  the  source  industries 
of  petroleum,  while  the  finished  products  are  permitted  to  be  dissi- 
pated at  will  for  luxury  or  pleasure  once  they  are  delivered  into  the 
consumer's  automobile. 

A  few  features  of  the  bill  itself  relative  to  my  thesis  follow : 

Section  6  (b)  (1)  :  For  conservation,  the  Commissioner  shall  make 
provision  concerning  well  spacing.  Since  modern  authorities  con- 
sider the  number  of  wells  unrelated  to  ultimate  recovery,  this  power 
is  not  needed. 

Section  6  (b)  (2-11)  :  The  situations  are  important,  but  the  solu- 
tions are  honestly  controversial  and  rapidly  changing  under  the  im- 
petus of  current  research,  and  therefore  not  amenable  to  the  final 
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jurisdiction  of  any  one  man  whose  personal  opinions  siiall  be  final 
and  not  subject  to  review  bj'  the  courts. 

Section  6  (c)  1 :  Suo:<>:ests  the  Department's  ignorance  of  certain 
type  of  open  flow  (hydrostatic,  and  slow  heading),  which  are  not 
wasteful. 

Section  6  (c)  2 :  Vague,  but  attempts  to  use  the  behavior  of  one  field 
as  a  yardstick  to  prescribe  methods  in  another.  Differences  between 
fields  of  both  geological  and  engineering  matters  make  the  operation 
of  this  clause  highly  dangerous. 

Section  15  (d)  :  Commissioner's  right  to  petition  "any  court  of 
ai)])eals  in  the  United  States"  works  obvious  hardship. 

Prohibition  of  new  evidence,  and  declaration  that  Commissioner's 
findings  as  to  fact  shall  be  conclusive,  void  operator's  right  of  appeal 
on  the  actual  grievance. 

These  points  briefly  referred  to  and  others  have  been  more  fully 
considered  by  other  witnesses. 

Tlie  net  effect  produced  by  the  bill  is  fear  and  uncertainty  as  to  the 
position  of  one  subject  to  its  jurisdiction.  This  fear  and  uncertainty  is 
not  dispelled  by  assurance  by  proponents  of  the  bill  that  the  objections 
above  mentioned  are  not  real ;  but,  on  the  contrary,  ap]jrehension  is 
increased  by  tlie  reluctance  of  the  proponents  to  draw  a  bill  that 
plainlj'  parallels  their  professed  verbal  views  and  provides  nothing 
more. 

Thi,s  situation  of  fear  of  abuses  and  uncertainties  as  to  the  full 
meaning  is  a  situation  that  will  act  as  an  effective  bar  to  .the  flow  of 
capital  into  oil  exploration.  It  cannot  be  honestly  denied  that  this 
situation  will  have  the  practical  effect  of  deterring  people  from  volun- 
tarily placing  their  money,  under  the  jurisdiction  of  this  bill,  in 
amounts  necessary  for  the  drilling  of  the  number  of  wildcat  wells  nec- 
essary to  maintain  the  national  reserve  position. 

Failure  of  the  bill  to  provide  in  any  way  for  the  exi^loration  phase 
of  the  industry  must  then  result  in  a  sharp  decline  in  the  rate  of  find- 
ing more  oil.  to  the  great  prejudice  of  national  interest. 

REFERENCES  ON  WELL  SPACING 

Discussion  by  William  W.  Porter  II  and  Edgar  Krans,  Bulletin,  American  Associ- 
ation of  Petroleum  Geologists,   December  1939,  page  1858 

Mr.  Porter's  fair  discussion  of  the  paper  The  Geologist  and  the  Well-Spacing 
Problem,  emphasizes  the  inadvisability  of  establishing  well-spacing  patterns  and 
programs  by  law.  With  this  view,  no  fair-minded  engineer  or  geologist  could 
disagree. 

On  same  page  is  quoted,  R  D.  Wycoff,  Gulf  Research  and  Davel- 
opment  Co.,  in  "R,e]:)ort  of  Special  Study  Committee  on  Well  Spac- 
ing," Proc.  A.  P.  I.  9th  Mid-Year  Meeting,  vol.  20M  (IV),  (1939)  : 

*  *  *  the  experimental  evidence  already  referred  to  indicates  that  the 
importance  of  the  spacing  factor  alone  upon  recoveiw  is  relatively  insignifi- 
cant    *     *     *. 

Also :  Morris  Muskat,  Gulf  Research  and  Development  Co.,  in 
"Principles  of  Well  Spacing,"  American  Institute  of  Mining  and 
Metallurgical  Engineer,  Technical  Publication  No.  1086.  (In  Petro- 
leum Technology,  August  1939),  page  15: 

As  a  result  of  the  study  reported  here,  it  may  be  concluded  that  from  a  strictly 
physical  iwint  of  view  there  is  no  basis  for  believing  that  the  absolute  ultimate 
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recovery  of  oil  that  can  be  produced  from  a  uniform  and  nonlenticular  sand 
tlirough  the  agency  of  the  di,ssolve<l  gases  will  materially  depend  upon  the  number 
of  wells  used  to  drain  the  reservoir. 

Mr.  Cole.  Mr.  Klutli  told  some  gentlemen  that  there  would  be  no 
furtliei-  testimony  tonight.  I  would  be  glad  to  have  yotn"  statement 
liled  if  you  care  to. 

Mr.  Kluth.  I  will  file  it  with  the  conmiittee  for  their  consideration. 

Mr.  Cole.  Vei-y  well.    It  may  be  filed  and  made  a  part  of  the  record. 

STATEMENT  OF  EMIL  KLUTH 

Los  Angeles,  Calif..  January  15^  Wlfi. 
Hon.  William  P.  Cole,  Jr., 

Chaiiinan  of  the  Cole  Committee^ 
and  Memhers  of  the  Committee. 

Dear  Sir  :  I  come  before  your  committee  in  order  to  present  f act,s 
111  favor  of  Federal  conservation  of  oil  production  based  on  facts  as 
they  exist,  as  to  waste,  in  the  State  of  California,  and  also  with  sug- 
gestions especially  as  to  regulations  in  States  that  have  no  oil-control 
acts. 

In  this  State  we  operate  under  voluntary  curtailment  which,  on  its 
face,  .seems  to  be  successful.  For  instance,  in  December  1939,  the 
State's  allotment  w^as  598,050  barrels  daily,  and  the  production  aver- 
aged 611,845  barrels  daily,  or  an  excess  per  day  of  13,795  barrels,  by 
going  into  the  overages  in  the  particular  fields,  however,  you  wdll  find 
that  the  above  figures  do  not  represent  true  conditions  as  to  curtail- 
ment in  the  State  but  rather  camouflage  the  facts  as  to  the  tremendous 
overproduction  in  some  fields  by  certain  companies,  resulting  in  tre- 
mendous inequities  to  other  fields  and  the  producers  therein. 

The  allowable  production  of  this  State  is  generally  based  (by  the 
Central  Committee  of  California  Oil  Producers)  on  supply  and  de- 
mand and  is  tied  in  somewhat  to  the  figures  of  the  Bureau  of  Mines, 
and  the  allocation  of  the  State's  allowable  is  made  to  the  wells  and 
producers  by  the  Central  Committee  of  California  Oil  Producers. 
The  present  procedure  and  method  of  allocation  by  this  committee, 
composed  of  elected  oil  operators  in  the  State,  is,  in  my  mind,  not  only 
the  most  perfect  but  also  the  most  equitable  way  and  evidently  is  satis- 
factory to  most  everyone  concerned.  It  is  much  superior  to  methods 
used  in  other  States  where  there  is  considerable  dissatisfaction  among 
the  ojjerators  on  account  of  special  allowables  granted  to  certain  fields 
that  apparently  are  able  to  press  for  higher  allotments. 

If  the  allocations  given  by  the  Central  Committee  would  be  adhered 
to  by  the  operators,  the  State's  curtailment  coidd  be  considered  most 
satisfactory.  However,  as  stated  before,  though  the  actiuil  overpro- 
duction in  this  State,  as  a  whole,  is  only  2.3  percent,  the  most  flagrant 
conditions  exist  to  the  detriment  of  a  large  number  of  the  smaller 
independent  producers.  I  will  not  take  up  your  committee's  valua])le 
time  by  going  into  a  discussion  of  the  conditions  of  overproduction 
and  underproduction  in  every  field  in  this  State  but  would  like  to 
call  your  attention  to  conditions  existing,  using  only  one  field  in  each 
of  the  three  districts  in  the  State. 

In  December  1939  the  allocation  for  the  Kettleman  Hills  North 
Dome  Field,  in  the  San  Joaquin  Valley  district,  was  34.150  bai-rels 
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daily.  The  actual  piodiiction  was  52,164 barrels  daily,  or  a  total  ov^r- 
ag-e  of  18,014  barrels — a  53  percent  excess.  I  would  like  to  uientiou 
that  the  Kettlenian  Hills  North  Dome  Field  also  jH'oduces  a  treuien- 
dous  amount  of  casin^head  irasoline  in  addition  to  the  crude  oil. 

For  the  same  month  the  allocation  for  the  Ventura  Avenue  Field, 
in  the  coastal  area,  was  31,015  barrels  daily  and  the  production  for 
the  month  averaged  36.637  barrels  daily,  or  a  daily  excess  of  5,622 
barrels. 

For  the  same  month  the  allocation  for  the  Dominouez  Field,  in  the 
Los  Anjreles  Basin  district,  was  16,404  barrels  daily  and  the  produc- 
tion for  the  month  was  18.731  barrels  daily,  or  a  daily  excess  of  2.327 
barrels. 

The  total  dailv  overajze  for  these  three  fiekls  alone  amounted  to 
25,963  barrels  daily,  or  a  total  for  the  month  of  December  of  804,853 
barrels.  If  you  will  study  the  holdinos  of  the  operators  in  the  three 
mentioned  fields,  you  will  find  that  most  of  them  belonjr  to  the  major 
oil  companies  in  the  State. 

Adding  the  total  excess  production  of  fields  that  overproduced  in 
December  1939  will  frive  you  an  averatje  daily  overproduction  of  53.515 
barrels,  or  a  total  for  the  month  of  1,658,965  barrels. 

Other  information  as  to  facts  on  the  various  fields  in  California  no 
doubt  is  available  from  the  oil  umpire,  and  additional  facts  as  to  cur- 
tailment, presented  before  the  hearinofs  of  committees  at  the  California 
Lefrislature  on  the  oil-control  bill  of  1939,  undoubtedly  are  available 
to  your  committee. 

Now%  what  is  the  result  of  this  tremendous  overi)roduction  in  a  rela- 
tively few  fields?  It  results  in  a  waste  of  the  first  magnitude.  In 
the  following  I  will  give  you  the  actual  facts  of  such  waste — a  waste 
that  I  never  before  have  seen  during  my  28  years  around  oil  fields. 

I  would  like  to  call  your  attention  to  the  outstanding  conditions 
existing  in  the  Santa  Maria  Valley  oil  fields,  in  Santa  Barbara  County, 
where  the  operators  are  penalized  on  account  of  over]:)roduction  in 
other  fields,  and  especially  on  account  of  the  unjust  practice  by  the 
major  purchasing  company  in  that  field. 

The  Santa  Maria  Valley  oil  field  was  discovered  in  1934;  however, 
no  extensive  development  took  place  until  the  beginning  of  1937, 
when  the  field  was  extended  3  miles  farther  to  the  west,  and  later  on 
<in  additional  3  miles  farther  west,  and  over  1  mile  to  the  south.  The 
present  productive  area  is  about  8  miles  long  and  over  li/)  mile  wide, 
except  at  the  extreme  western  end,  with  a  proven  productive  area  in 
excess  of  5,000  acres.  The  average  depth  of  the  wells  is  a])proxi- 
mately  5,000  feet  and  the  complete  cost  i)er  well,  including  tank  facili- 
ties, runs  possibly  up  to  $50,000.  The  initial  production  of  the  wells 
ranges  from  a  few  hundred  barrels  to  an  excess  of  5,000  barrels  per 
well  per  day.  The  average  gravity  of  the  oil  is  from  14°  to  17°,  and  it 
has  a  comparatively  high  recovery  of  gasoline.  In  topping  this  crude 
oil,  16  to  19  ]jercent  of  motor  gasoline  can  be  extracted.  In  cracking 
the  crude  oil,  41  percent  of  gasoline  can  be  obtained,  the  residue  being 
fuel  oil,  and  if  cracked  still  further  63  percent  of  gasoline  can  be  ob- 
tained with  the  residue  consisting  principally  of  coke.  The  only  bad 
feature  of  this  crude  is  that  it  contains  over  5  percent  sulfur,  other- 
wise it  would  be  a  more  desirable  oil  than  other  heavy  crudes  of  the 
same  gravit3^  due  to  the  comparatively  high  percentage  of  gasoline 
I'ecovery. 
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The  average  recovery  of  oil  per  acre  in  this  field  is  estimated  at 
30.000  barrels  per  aci-e.  One  particnlar  40-acre  tract  with  4  medium- 
sized  wells  already  has  produced,  up  to  the  first  of  this  year,  over 
700,000  barrels,  or  17,500  barrels  per  acre,  and  the  wells  are  still  able 
to  produce  approximately  2,000  barrels  per  day.  This  gives  the  field 
an  ultimate  recovery  of  150,000,000  barrels.  I  am  i-elating  these  facts 
so  your  committee  will  see  that  this  field  represents  one  of  the  major 
reserves  on  the  Pacific  coast. 

This  field  has  only  one  pipe  line,  which  belongs  to  the  Union  Oil 
Co.  This  com])any  also  sets  the  posted  market  prices  for  this  field, 
which  are  as  follows : 

Previous  to  May  1938 : 

14°    gravity .$0.  65 

15°   gravity .  65 

16°   gravity .  70 

May  20,  1938 : 

14°    gravity . .  42 

15°  gravity .  44 

16°    gravity .  45 

Oct.  15,  1938: 

14°    gravity .  65 

1-5°   gravity .  6S 

16°  gravity ^ —  .  70 

Sept.  1,  1939: 

14°    gravity .  42 

15°   gravity .  44 

16°    gravity .  45 

Up  to  the  end  of  June  1938  the  Union  Oil  Co.  purchased  most  of 
the  crude  oil  from  the  producers  in  this  field  that  adhered  to  the 
allotments,  and  other  major  purchasers  ran  their  pin-chased  crude 
through  the  Union  Oil  Co.'s  line  to  the  tidewater.  In  June  1938, 
however,  the  Union  Oil  Co.,  M'ith  its  i)ipe-line  monopoly,  refused  fur- 
ther acceptance  of  oil  from  other  producers  in  the  field  after  having 
cut  the  price  the  month  before  (on  May  20,  1938)  from  70  cents  to 
45  cents  per  barrel  for  16°  gravity  crude.  The  Union  Oil  Co.  ex- 
plained that  tliis  was  due  to  too  nmch  drilling  in  the  field.  A  com- 
mittee M^as  formed,  consisting  of  producers  in  the  field,  and  meetings 
were  held  with  the  landowners,  and  it  was  almost  unanimously  de- 
cided to  stop  all  drilling  except  offsets  to  existing  wells.  Practi- 
cally all  the  producers  and  landowners  also  were  agreeable  to  cur- 
tailing at  a  figure  wliich  resulted  in  a  production  of  about  one-half 
of  that  which  was  allocated  to  the  field  by  the  Central  Connnittee, 
representing  a  fair  share  of  the  field's  production  out  of  the  State's 
allotment. 

The  George  F.  Getty,  Inc.,  and  Pacific  Western  Oil  Corporation 
hold  large  leases  in  this  field.  At  the  time  of  this  agreement  they 
had  16  wells,  and  since  then  have  drilled  only  2  additional  wells 
M^hich  were  necessary  to  protect  against  offsets. 

The  shut-down  of  drilling  continued  throughout  the  field  with  the 
excejjtion  of  a  small  area  in  the  northwestern  corner  of  section  28, 
where  the  ))roducers  were  financially  forced  into  an  outlet  to  inde- 
pendent refineries  at  a  low  price  and  therefore  had  to  produce  a 
]a.i'<re  amount  of  oil  in  order  to  have  a  sufficient  income. 

After  the  completion  of  the  above-mentioned  agreement,  the  Union 
Oil  Co.  (about  October  10,  1938)  again  raised  the  prices  of  crude  oil 
(the  16°  gravity  oil  being  raised  to  70  cents)  and  accepted  crude  oil 
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from  those  producers  that  lived  up  to  the  agreement.  During  the 
})eriod  of  negotiation  for  tlie  agreement  (from  July  to  October  1938) 
when  the  producers  were  refused  an  outlet,  such  a  collapse  occurred 
in  the  field  that  oil  was  sold  to  independent  refiners  at  a  price  of  2(> 
cents  to  30  cents  a  barrel.  This  was  the  start  of  the  great  waste 
which  continued  in  certain  areas  where  the  operators,  during  that 
time,  were  forced  to  make  unfavorable  contracts.  However,  with  the 
taking  again  of  crude  oil  by  the  Union  Oil  Co.  (about  October  10) 
most  of  the  operators  adhered  to  their  allotments. 

In  August  1939,  without  any  explanation,  the  Union  Oil  Co.  gave 
the  producers  in  the  field  notice  that  they  no  longer  would  take  their 
oil,  and  now  we  have  before  us  the  result  of  this  unjust  practice  bv 
that  company  which  controls  the  only  pipe  line  in  the  Santa  Maria 
Valley  field.  ^ 

There  was  an  immediate  collapse  of  prices — some  of  the  producers 
sold  their  oil  from  25  to  30  cents  a  barrel  and  later  on  the  prices  de- 
clined still  further.  I  understand  that  at  present  most  of  such  oil  is 
sold  at  15  cents  per  bairel.  The  larger  independent  producers,  who 
would  not  sacrifice  their  oil  to  such  waste,  were  foi'ced  to  shut  in  their 
wells  while  the  Union  Oil  Co.  continued,  and  still  continues,  to  produce 
its  wells  on  offsetting  properties — in  many  cases  almost  surrounding 
some  of  the  shut-in  properties  of  the  independents. 

Most  of  the  crude  oil  in  this  field  that  is  refined  by  local  refineries  is 
refined  into  about  20  percent  of  gasoline,  with  some  small  losses  in  the 
refining  process,  and  the  rest  of  the  80  percent  is  put  mostly  into  open 
pits.  I  doubt  whether  any  of  this  residue  ever  will  be  recovered  and 
made  use  of,  and  I  understand  that  some  of  the  refiners  would  be  glad 
to  pay  somebody  to  remove  it  in  order  to  get  rid  of  it.  There  is  one 
refinery  in  the  Beacon  area  alone  that  has  refined  approximately 
700,000  barrels  of  crude  oil  and  now  has,  in  open  sumps,  about  500,000 
barrels  of  residue  which  no  doubt  will  be  total  waste.  I  would  like 
to  have  your  committee  take  a  look  at  these  sumps  with  500,000  barrels 
of  tarry  substance  in  them  that  is  so  heavy  that  water  floats  on  top  and 
it  is  hardly  possible  to  put  a  stick  into  it. 

Those  producers  that  could  not  see  this  waste  have  their  wells  shut 
in  and  had  to  discharge  their  men  (except  watchmen),  which  is  a 
tremendous  loss  to  labor.  Those  producers  now  are  also  faced  with 
lawsuits  by  landowners  who  claim  that  their  properties  are  being 
drained  on  account  of  offset  wells  being  continuously  operated  by 
the  Union  Oil  Co. 

After  looking  at  these  facts,  as  presented  herein,  we  must  come  to 
the  conclusion  that  though  allocation  by  the  Central  Connnittee  is  a 
most  fair  and  equitable  method,  curtailment  in  California,  however, 
due  to  unjust  practices,  as  shown  in  the  Santa  Maria  Valley  Oil  Field 
by  one  of  the  major  purchasing  companies,  has  resulted  in  a  terrible 
amount  of  waste. 

It  is  far  from  me  to  try  to  advise  your  committee  as  to  H.  R. 
7372.  However,  I  would  like  to  give  you  my  opinion  and  suggest  that 
either  this  bill,  or  an  amendment  to  one  of  the  existing  laws  as  to  the 
"Connally  Hot  Oil  Act,"  contain  the  following  basic  principles: 

(1)  Allocation  to  the  oil-producing  States  in  accordance  with 
figures  of  the  Bureau  of  Mines  on  supply  and  demand. 

(2)  Set-up  of  commissions  (such  as.  for  instance  in  California,  the 
Central  Committee  of  California  Oil  Producers)  for  those  States  that 
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have  no  State  oil-control  bills,  and  have  these  commissions  make  the 
allocations  among  the  various  wells  in  the  State  and  set  the  allowables 
for  the  various  operators. 

(3)  Establish  proratable  takings  by  purchasers  as  established  in 
most  of  the  Mid-Continent  Oil  States  so  as  to  prevent  situations  arising 
as  exist  in  the  Santa  Maria  Valley  and  other  fields  in  this  State. 

(4)  The  Federal  Government  to  punish  violators  in  States  that 
have  no  curtailment  acts  after  first  giving  such  violators  a  right  to  be 
heard. 

Respectfully  submitted. 

Emtl  Kluth, 
Vice  President^  George  F.  Getty ^  Inc.^  mid 

Paci-fiG  Western  Oil  Corporation. 

(Graph  filed  in  committee  records.) 

Mr.  Cole.  What  is  your  full  name? 

Mr.  Kluth.  Emil  Kluth. 

Mr.  Cole.  Do  you  live  in  Los  Angeles? 

Mr.  Kluth.  Yes,  sir. 

Mr.  Cole,  ^^liat  is  your  profession,  Mr.  Kluth  ? 

Mr.  Kluth.  I  am  vice  president  of  Geo.  F.  Getty,  Inc.,  and  Pacific 
Western  Oil  Corporation,  which  are  two  of  the  larger  producing  cor- 
porations in  California.  At  least  here  is  one  man  who  comes  out  in 
favor  of  Federal  conservation. 

Uy.  Cole.  You  are  in  favor  of  Federal  bill  H.  R.  7372? 

Mr.  Kluth.  Yes,  sir.     [Laughter.] 

Mr.  Cole.  Being  sympathetic  with  the  need  of  a  little  education 
along  certain  lines  of  the  audience  in  this  room,  I  do  not  know  but 
what  I  should  give  you  a  little  more  time.  Suppose  you  tell  us 
briefly,  Mr.  Kluth,  what  the  high  spots  of  your  statement  will  be. 

Mr.  Kluth.  In  the  first  part  it  states  the  production  in  December 
was  about  611,000  barrels  daily..  It  is  only  about  13,000  barrels  in 
excess  of  the  States  allotment,  and  it  makes  a  good  showing  there- 
fore. However,  if  we  go  into  the  details  of  the  various  fields,  we  find 
Kettleman  Hills  with  an  allotment  of  34,000  barrels  daily,  and  the 
statistics  of  December  show  a  production  of  52,000  barrels,  or  an 
overage  of  53  percent.  The  Ventura  Avenue  allocation  is  about 
31,000  barrels,  and  the  production  for  the  month  in  the  Ventura 
Avenue  field  averaged  36,000  barrels,  or  5,600  barrels  in  excess.  In 
the  Dominguez  field  the  allotment  was  16,000  barrels,  and  the  pro- 
duction for  the  month  was  18,000  barrels,  or  an  average  of  2,000 
barrels  in  excess. 

The  total  daily  overage  for  these  three  fields  alone  amounted  to 
25,963  barrels  daily,  or  a  total  for  the  month  of  December  of  804,853 
barrels,  that  is,  in  excess  in  December.  In  other  words,  the  three 
main  fields  which  are  in  the  hands  of  the  largest  corporations  are 
producing  one-half  of  all  of  the  overage  produced  in  the  State.  The 
result,  therefore,  is  that  some  of  the  other  fields  are  discriminated 
against  and  have  no  market  for  their  crude.  And  so,  I  tried  to  show 
you  in  the  report  the  situation  up  at  Santa  Maria.  We  have  a  situa- 
tion up  there  where  some  refiners  take  the  crude,  and  take  20  percent 
out  in  gasoline — not  quite  that  much  possibly — and  the  rest  of  it  they 
just  dump  into  big  sumps,  which  cannot  be  recovered.  I  can  show 
y^ou  a  sump  up  there,  of  one  refiner,  that  has  about  500,000  barrels 


91g  PETUOLEUM   INVESTIGATION 

of  residue  oil  in  it.  And  you  cannot  put  a  stick  in  it  and  pull  it  out 
because  it  is  so  heavy,  and  water  lies  on  top  of  it. 

As  to  the  conclusion  I  came  to  this :  As  far  as  the  allocation  in  this 
State  is  concerned  it  is  perfect.  It  is  better  than  it  is  in  other  States. 
Where  the  allocation  in  various  fields  sometimes  depends  on  those  who 
make  the  strongest  efforts  in  the  field  and  who  have  the  best  repre- 
sentation for  special  allowables.  The  Central  Conmiittee  here  has  a 
fornnila,  and  I  have  not  found  anybody  who  has  ever  had  any  com- 
plaint about  it.  Every  well  no  matter  where  it  is  at  the  same  depth 
and  with  the  same  potential  gets  the  same  amount  of  oil.  You  cannot 
argue  between  different  allocations  as  there  is  only  one  formula.  I 
might  just  leave  my  conclusion  here.  It  is  far  from  me  to  try  to 
advise  your  committee  as  to  H.  K.  bill  7372.  However,  I  would  like 
to  give  you  my  opinion  and  suggest  that  either  this  bill,  or  an  amend- 
ment to  one  of  the  existing  laAvs  as  to  the  Connally  Hot  Oil  Act  con- 
tain the  following  basic  principles:  First,  allocation  to  the  oil-produc- 
ing States  in  accordance  with  figures  of  the  Bureau  of  Mines  on 
supply  and  demand.  Second,  a  set-up  of  commissions  such  as  for 
instance  in  California  tlie  Central  Committee  of  California  Oil  Pro- 
ducers for  those  States  that  have  no  State  oil  control  bills  and  have 
these  commissions  make  the  allocations  among  the  various  wells  in  the 
State  and  set  the  allowables  for  the  various  operators.  In  other 
words,  leave  the  detail  of  allocation  to  practical  oil  men,  and  not  to 
some  young  engineers  that  have  some  pipe  dreams  like  we  all  had 
when  we  were  young  and  just  got  out  of  college.  After  we  got  older 
we  can  see  and  know  the  practical  end  of  it.  Third,  establish  pro- 
ratable  takings  by  purchasers  as  established  in  most  of  the  Mid-Con- 
tinent oil  States  so  as  to  prevent  situations  arising  as  exist  in  the 
Santa  Maria  Valley  and  other  fields  in  this  State. 

Now.  I  could  furnish  you  a  copy  of  a  map. 

Mr.  CcLE.  I  have  seen  a  copy  of  that.    Where  is  it? 

Mr.  Kltji'h.  Here  it  is.  It  shows  where  one  company  has  the  only 
pipe  line  in  the  field  and  produces  their  wells.  The  rest  of  the  oper- 
ators have  no  market  practically,  and  therefore  they  produce  their 
wells  against  properties  that  have  been  shut  in  for  months  and 
months. 

Mr.  WoL^^ERTON.  Does  your  statement  tell  more  fully  or  rather 
deal  more  fully  with  the  question  of  pipe  lines  ? 

Mr.  Kluth.  Yes. 

Mr.  WoLvEETOK.  Did  you  make  a  recommendation  with  respect  to 
pipe  lines? 

Mr.  Kluth.  There  is  only  one  pipe  line  in  the  field,  and  that  goes 
to  tidewater. 

Mr.  Wol\t:rton.  That  is  a  subject  that  I  have  indicated  on  more 
than  one  occasion,  not  only  in  these  hearings  but  in  other  hearings 
that  have  been  held  over  a  period  of  5  years,  I  have  indicated  my 
interest  in  the  question  of  the  effect  of  pipe  lines.  Under  the  owner- 
ship of  major  companies  M'ith  respect  to  the  effect  of  it  upon  inde- 
pendents, and  also  with  respect  to  the  price  structure,  and  I  had 
hoped  that  there  would  be  someone  from  California  that  would  have 
given  information  to  the  committee  as  to  what  the  pipe-line  situation 
is  in  this  State.  I  regret  that  we  have  come  to  the  conclusion  of  our 
session  without  anyone  having  said  so.     The  President  some  vears 


PETROLEUM   INVESTIGATION  917 

ago  recomnieiuled  to  Congress  a  divorcement  of  pipe  lines,  but  that 
stej)  has  never  been  taken.  In  the  meantime  it  created  enough  in- 
terest on  my  part  to  make  inquiry  as  to  what  the  situation  was  and 
whether  it  needed  correction,  and  I  have  brought  up  the  thought  in 
every  State  in  which  we  have  held  hearings.  This  is  the  first  hearing 
that  has  been  concluded  without  some  presentation  of  that  matter, 

Mr.  Kluth.  I  think  in  the  Mid-Continent  that  they  have  a  system 
which  works  perfect.  We  have  some  affiliated  companies  in  the  Mid- 
(.^'Ontinent  where  we  have  no  trouble  whatever, 

JNIr,  WoLVERTON.  Is  there  any  agency  that  controls  the  price  that 
is  charged  b}-  the  pipe  company  foi-  the  use  of  its  facilities,  by  what 
1  will  term  your  "independents,"  or  other  companies? 

Mr.  Kluth.  In  this  State  ? 

Mr.  WoL^'EKTON.  Yes. 

Mr.  Kluth.  Well,  the  pipe  lines  are  owned  i)ub]icly. 

Mr.  WoL\ERTOx.  They  are  owned  publicly.  Do  you  mean  that  they 
are  owned  by  the  Stated 

Mr.  Kltjth.  No;  they  are  owned  by  the  major  oil  companies,  you 
might  say;  most  of  them. 

Mr.  Wolverton.  Are  those  lines  available  for  use  by  the 
independents  ? 

Mr.  KiUTH.  I  don't  know  just  what  the  legal  status  is,  but  I  think 
one  of  the  speakers  who  has  spoken  before  said  you  cannot  force 
them  to  accept  the  oil  unless  they  are  willing  to  do  it  themselves. 

Mr.  AVciLVERTON.  Then  they  do  not  have  the  status  of  common 
carriers  in  this  State? 

Mr.  Kluth.  No;  they  have  not.  That  is  the  reason  I  would  like 
to  see  them  made  public  carriers;  for  instance,  I  could  show  you  this 
situation :  If  a  man  up  in  the  San  Joaquin  Valley  has  some  oil  and 
he  wants  to  get  it  doAvn  to  the  basin,  I  think  it  costs  him  about  a 
dollar  a  barrel  to  get  it  down  here  and  that  is  more  than  the  oil  is 
worth,  and  unless  he  can  hnd  a  purchaser  up  there  he  is  practically 
u};  against  it. 

Mr.  WoLATiiRTON.  In  a  case  of  that  kind,  does  the  major  company 
oUer  to  buy  the  oil  from  him? 

Mr.  Kluth.  I  think  in  most  cases  in  the  Valley  that  is  the  case, 
however,  I  am  showing  it  pai-ticularly  in  my  brief  here,  the  situation 
in  the  Santa  JNIaria  field. 

Mr.  WoLVERTON.  The  situation  I  have  in  mind  is  this :  That  where 
a  Jiipe  line  is  not  recognized  as  a  common  carrier  and  the  individual 
or  independent  well  owner  seeks  to  dispose  of  his  oil  under  the  cir- 
cumstances that  you  have  mentioned — namely,  the  cost  of  transporta- 
tion is  greater  than  the  value  of  the  oil — is  there  any  practice  in 
vogue  whereby  the  major  company,  who  is  the  owner  of  the  pipe  line, 
will  say  to  that  individual,  "We  will  buy  your  oil  for  a  certain 
price  ? " 

Mr.  Kluth.  It  used  to  be  a  good  deal  that  way,  but  recently  I 
think  you  will  find  it  is  the  hardest  thing  in  the  world  to  sell  your 
oil  to  any  purchaser.     Recently,  in  the  last  year 

Mr.  Wolverton.  I  can  readily  understand  that  situation  that  the 
individual  well  owner  who  may  be  only  operating  one  or  a  com- 
paratively few  wells  is  practically  precluded  in  the  disposition  of 
his  oil. 

Mr.  Kluth.  Very  much  so. 
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Mr,  WoLVT'^RTON.  Has  any  effort  at  any  time  been  made  in  this  State 
to  have  legislation  that  would  make  such  pipe  lines  common  carriers? 

Mr.  Kltjth.  Not  to  my  knowledge. 

Mr.  WoLVERTON.  One  other  point,  and  then  I  think  I  have  covered 
Avhat  I  have  to  ask.  Does  your  statement  as  filed  set  forth  any  criti- 
cism of  the  practices  now  in  effect  in  this  State  where  allotments  to 
one  well  may  be  transferred  by  the  owner  of  that  well  to  other 
wells  oAvned  by  him  or  to  other  fields? 

Mr.  Kllth.  Xo:  I  have  only  brouoht  out  the  fact  of  the  tremen- 
dous over|)roduction  in  certain  fields  in  the  State,  while  as  a  whole, 
there  is  a  very  little  overproduction,  caused  by  a  tremendous  under- 
production in  other  fields.  It  just  means  one  company  will  over- 
produce in  one  field  and  underproduce  in  another  field. 

Mr.  WoLVERTON.  The  situation  I  have  in  mind  is  this,  where  allot- 
ments are  given  to  individual  wells  is  it  possible  to  transfer  that 
allotment  to  another  well  under  the  same  ownership  ? 

Mr.  Kluth.  No. 

Mr.  WoLVERTON.  Well,  I  thought  it  was  possible  here.  In  other 
words 

Mr.  Kluth.  If  they  owm  the  property  in  fee. 

JSIr.  WoLVERTON.  Say  a  major  company  has  several  hundred  wells 
and  it  gets  an  allotment  for  each  of  the  wells.  If  it  determines  that 
it  is  cheaper  to  produce  oil  from  this  well  than  it  is  from  this  one — 
using  an  extreme  case,  could  they  shut  down  this  well  and  this  one 
over  here  take  the  allotment  of  the  well  that  was  shut  down?  Now, 
is  that  practiced? 

Mr.  Kluth.  I  think  that  is  practiced  where  there  is  no  inequity 
as  to  the  neighbor.  I  believe  that  is  done  out  here  on  a  large  tract 
with  very  small  wells. 

Mr.  WoLVERTON.  That  practice  creates  an  advantage  for  the  major 
companies  or  the  individual  who  has  numerous  wells,  does  it  not? 

Mr.  Kluth.  Yes. 

Mr.  WoLVERTON.  Do  you  have  any  criticism  or  explanation  or 
recommendation  with  respect  to  that  situation? 

Mr.  Kluth.  No;  because  I  think  you  find  those  are  cases  where 
ihey  have  small  wells  that  are  on  the  point  of  where  they  make  a 
profit  or  not,  and  I  think  we  should  give  them  all  the  help  we  can. 
If  they  can  make  a  small  profit  it  is  better  than  to  shut  the  wells 
down. 

Mr.  WoLVERTON.  Most  of  the  witnesses  wdio  have  api>eared  before 
the  committee  have  identified  themselves  as  being  members  of  inde- 
pendent oil-producers  associations.    Have  you  attended  our  hearings? 

Mr.  Kluth.  Yes ;  from  the  very  beginning. 

Mr.  WoLVERTON.  Then  you  are  familiar  with  the  personnel  of  all 
the  individuals  who  have  appeared  before  us? 

Mr.  Kluth.  That  is  right. 

Mr.  WoLVERTON.  Has  the  viewpoint  expressed  by  them  been  any 
different  than  the  viewpoint  that  is  held  by  the  major  companies,  do 
you  know? 

Mr.  Kluth.  You  mean  in  regard  to  this  thing  you  are  talking 
about  now? 

Mr.  WoLVERTON.  Yes — no;  I  mean  on  the  general  subject. 

Mr.  Kluth.  Oh.  you  mean  on  the  subject  of  Federal  Conservation 
Act? 
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Mr.  WoLVERTON.  Yes. 

Mr.  Kluth.  I  have  talked  to  many  of  them  and  I  find  that  prac- 
tically everyone  of  them  is  against  Federal  control. 

]\Ir.  WoLVEKTON.  HoAY  do  you  account  for  the  fact  that  so  far  as 
I  know  they  have  not  appeared  in  these  hearings  or  had  any  repre- 
sentatives to  speak  for  them  ? 

Mr.  Kluth.  Well,  I  couldn't  an^^ver  that  question  why  they  didn't 
appear  before  your  committee,  ]\Ir.  Wolverton. 

Mr.  Wol^Wton.  It  does  seem  rather  strange  to  me  that  the  whole 
case  has  been  presented  from  the  viewpoint  as  we  have  heard  it  and 
that  there  has  not  as  far  as  I  know  been  any  recognized  representative 
of  what  might  be  termed  the  major  oil  companies  here  before  us, 
and  I,  as  one  member  of  the  committee,  would  be  glad  to  be  informed 
as  to  Avhat  their  attitude  might  be  that  has  seemed  to  preclude  them 
from  presenting  their  viewpoint  to  the  committee. 

Mr.  Cole.  You  had  one  final  conclusion  to  read,  I  believe,  Mr. 
Kluth. 

Mv.  Kluth.  Yes. 

Mr.  WoLY-ERTON.  Oh,  I  beg  your  pardon.     I  overlooked  that. 

Mr.  Kluth.  Yes ;  No.  4.  The  Federal  Government  to  punish  vio- 
lators in  States  that  have  no  curtailment  acts  after  first  giving  such 
violators  a  right  to  be  heard. 

Then  I  would  like  to  say  I  hope  my  information  can  and  will  help 
you  in  your  task  on  the  conservation  bill  and  also  will  be  considered 
by  the  large  producers  in  getting  their  production  down  in  accord- 
ance with  the  allocation  of  the  central  committee. 

Mr.  Cole.  Mr.  Kluth,  aside  fr(^m  your  paper,  in  order  to  identify 
documents  before  me,  are  you  familiar  with  the  California  State 
Planning  Board? 

Mr.  Kluth.  No,  I  am  not. 

Mr.  Cole.  Is  there  anyone  here  who  is  ? 

Mr.  Morton.  Isn't  that  the  document  I  handed  in,  Mr.  Chairman? 

Mr.  Cole.  Oh,  is  this  the  one? 

Mr.  Morton.  Yes ;  that  is  part  of  my  testimony,  Mr.  Cole.  Has  it 
been  misplaced,  because  I  don't  want  it  to  be.  I  gave  the  secretary 
a  copy  which  was  to  go  along  with  my  testimony.  You  recall  I 
read  the  foreword  and  the  conclusion.  You  gave  permission  that 
the  entire  statement  would  be  a  part  of  the  record  because  that  is 
the  history 

Mr.  Cole.  That  is  right.     I  remember  now. 

Mr.  Morton.  Because  it  is  a  history  of  it  in  California. 

Mr.  Cole.  This  is  a  report  by  the  California  State  Planning  Board 
to  the  National  Resources  Committee. 

Mr.  Morton.  That  was  my  point,  that  is  right. 

Mr.  Cole.  Of  wliich  we  have  been  hearing  so  much  about  today. 

Mr.  Morton.  That  is  right. 

Mr.  Cole.  A  request  of  the  national  group  for  assistance  as  to  the 
California  situation. 

Mr.  Morton.  I  would  not  want  that  to  be  misplaced  or  not  accom- 
pany my  testimony. 

Mr.  Cole.  I  suppose  it  is  in. 

Mr.  Morton.  'N^Hiile  I  am  on  my  feet  Mr.  Cole 
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Mr.  WoLVERTON.  There  wus  something  that  was  not  here  at  the 
time  you  were  giving  your  testimony  and  you  say  that  is  a  part  of 
your  testimony  or  is  it  supplemental? 

Mr.  MoKTON.  I  am  afraid  you  do  not  recall.  This  is  a  report  which 
was  concluded  in  the  latter  part  of  the  year  1938.  I  offered  it  more 
for  the  purpose  of  historical  matters  on  California  oil  and  gas  con- 
servation plus  the  evidence  I  gave  to  the  committee  and  had  your 
permission  that  it  would  be  considered  a  part  of  it  and  put  into  the 
record. 

Mr.  Cole.  I  recall  now. 

Mr.  WoLVERTON.  I  have  a  qestion  I  would  like  to  ask  you. 

Mr.  Morton.  Would  you  rather  finish  with  this  gentleman  first? 

Mr.  WoL\TRTON.  No.  What  I  had  in  mind,  I  do  not  relish  the 
idea  3'OU  were  putting  in  a  supplemental  statement  to  the  testi- 
mony that  you  had  given. 

Mr.  Morton.  Oh,  no. 

Mr.  WoLVERTON.  And  thereby  preclude  any  possibility  for 
testifying. 

Mr.  ]\loRTON.  Oh,  not  the  slightest.  I  would  welcome  any  and  all 
questions  now  or  at  any  future  time. 

Mr.  WGL^'ERT0N.  That  is  all  right.  I  am  glad  it  is  not  supple- 
mental. 

Mr.  Morton.  It  would  be  manifestly  unfair  to  toss  something  into 
a  record.  You  asked  me,  however — either  you  or  Mr.  Pearson,  I 
don't  remember  which — for  a  citation  with  respect  to  a  pipe-line 
decision  in  California,  and  inasmuch  as  I  was,  you  might  say,  the 
first  witness,  except  for  the  Governor.  I  didn't  know  myself  but 
what  pipe  lines  would  be  covered.  You  asked  to  have  me  give  yoii 
a  very  brief  digest  of  that  decision  and  of  our  laws  on  the  subject 
which  lawyers  on  the  committee  would  understand,  not  as  a  statement 
and  not  that  you  cannot  question  me  about,  but  I  thought  it  would 
be  all  right 

Mr.  WoLVERTON.  It  would  be  very  helpful. 

Mr.  Morton.  I  wanted  to  make  it  very  short  because  this  pipe- 
line situation  is  something  I  am  very  much  interested  in,  although 
if  does  not  affect  me  personally  or  my  clients. 

Mr.  WoL\TERTON.  Your  statement  would  not  be  an  expression  of 
(^)pinion. 

Mr.  IMoRTON.  No ;  not  at  all. 

j\Ir.  WoLVERTON.  But  merely  the  state  of  the  law. 

Mr.  Morton.  Purely  informative.  In  my  original  statement  I 
etated  I  would  file  that  with  your  committee,  and  I  can  file  it  now 
<^>r  put  it  in  my  corrected  transcript. 

Mr.  Cole.  I  think  all  papers  should  be  filed  with  the  committee  now. 
In  the  revision  of  testimony  by  any  witnesses  the  committee  w^ill 
not  permit  extension  of  your  remarks  without  approval,  so  if  j^ou 
send  it  on  to  Washington  in  that  shape  it  will  not  be  ]^rinted  There 
will  be  the  usual  corrections  of  your  testimony  permitted,  but  if 
Ihere  is  something  by  way  of  revision  in  addition  to  what  the  record 
discloses  that  you  want  in  and  you  consider  it  of  importance  if  you 
will  send  it  on  to  me  at  Washington  I  will  let  3'ou  know  if  it  can  be 
incorporated.    I  am  sure  there  will  be  no  difficulty  about  this. 

Mr.  Morton.  I  just  had  this  one  thing  in  mind  because,  sir,  there 
vras  no  collaboration  in   the   preparation  of  the   papers  submitted 
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before  your  committee.  It  was  arrano-ed  somewhat  hurriedly  by 
telephone  and  we  have  endeavored  to  avoid  repetition.  Now,  the 
reason  why  certain  ones  have  not  appeared  here  is  utterly  beyond 
my  understanding.    I  will  sign  this,  Mr.  Chairman. 

Mr.  Cole.  You  may  sign  it  now. 

Mr.  JMoRTON.  And  leave  it  with  the  secretary,  because  I  had  it 
prej)ared  for  that  purpose.  Thank  you,  gentlemen.  I  did  not  want 
to  interfere,  but  in  view  of  Mr.  Wolverton's  question  on  the  pipe- 
line situation  and  apparently  to  inform  him  on  the  status  from  a 
legal  standpoint,  and  not  a  matter  of  opinion,  I  am  glad  to  furnish 
this  or  any  other  digest  on  that  subject  and  will  send  it  to  your 
secretary. 

(The  matter  referred  to  follows:) 

Indbi-endent  Petroleum  &  Consumers  Association, 

Lou  Angeles,  Calif..,  January  18,  1940. 
Hon.  William  P.  Cole,  Jr., 

Cha/irmaii,  Subcommittee  of  the  Committee 

on  Interstate  and  Foreign  Commerce, 

Los  Angeles,  Calif. 
Dear  Sir:  Attached  hereto  are  true  copies  of  those  portions  of  the  reports 
rendered  to  the   Secretary  of   State  of  the   State   of   Califoi-nia  pertaining  to 
campaign  receipts  in  connection  with  proposition  No.  5  appearing  on  the  ballot 
November  7.  193S,  frequently  referred  to  as  the  Atkinson  oil  control  bill. 
Respectfully  submitted. 

Independent  Petroleum  &  Consumers  Association, 
By  Harold  C.  Morton,  Secretary. 


September  23,  1939. 
Hon.  Frank  C.  Jordan, 
Secretary  of  State, 

Capitol  Building.,  Sacramento,  Calif. 
Dear  Sir  :  In  conformity  with  the  law  requiring  a  report  to  the  secretary  of 
state  on  campaign  receipts  and  expenses  in  behalf  of  any  ballot  proposal,  Inde- 
pendent Petroleum  and  Consumers  Association  submits  herewith  a  statement 
in  triplicate  in  connection  with  its  campaign  in  behalf  of  the  referendum 
against  an  act  of  the  legislature  known  as  chapter  811,  statutes  of  1939,  propo- 
.sition  No.  5  appearing  on  the  ballot  of  the  special  election  to  be  held  November 
7,  1939.  This  report  covers  receipts  and  expenses  up  to  and  including  the  23d 
day  of  September  1939. 


Amounts    received   from    persons,    firms,    or    corporations    as    shown    on    the 
attached  exhibit  A,  .$78,545. 


Exhibit  A. — Independent  Petroleum  and  Consumers  Association — Contributions 
received  from  persons,  firms,  or  corporations 

Alliance  Petroleum  Corporation,  417  South  Hill  St.,  Los  Angeles,  Calif-  $350 

Ambassador  Petroleum  Corporation,  2455  East  27th  St.,  Vernon,  Calif-  5,000 

Basin  Oil  Co.,  417  South  Hill  St.,  Los  Angeles,  Calif 875 

Bishop  Oil  Co.,  815  Montgomery  St.,  San  Francisco.  Calif 100 

Blackwell  &  Sunde,  3135  CMierry  Ave.,  Long  Beach,  Calif 50 

Brain,  Cooper  &  Honey,  Inc.,  Long  Beach,  Calif 50 

California  Alliance  Petroleum  Corp.,  417  South  Hill   St.,  Los  Angeles, 

Calif 250 

Coast  Supply  Co.,  718  Gladys,  Los  Angeles,  Calif 100 

Crail  Bros.,  Long  Beach,  Calif 400 

El  Camino  Refining  Co.,  1623  Miller  Ave.,  Los  Angeles.  Calif 500 

FAm  Oil  Co.,  Signal  Hill,  Calif 100 

Philip  Hansen,  417  South  Hill  St.,  Los  Angeles,  Calif 25 
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Exhibit  A. — Independent  Petroleum  and  Consumers  Association — Contributions 
received  from  persons,  firms,  or  corporations. — Continued 

Amount 

Hilklon  Oil  Co.,  417  South  Hill  St.,  Los  Angeles,  Calif $875 

Lyman  C.  Hisey,  417  South  Hill  St.,  Los  Angeles,  Calif 100 

Hisey  Petroleum  Corporation,  417  Sontli  Hill  St.,  Los  Angeles,  Calif 100 

Jergins  Oil  Co.,  Jergins  Building,  Long  lUach,  Calif 6,000 

A.  S.  Johnson  Drilling  Corp..  Long  P>each,  Calif 250 

Kelly^Pipe  Co.,  525  North  Mission  Road,  Los  Angeles,  Calif .    100 

George  Kipp,  8616  Chestnut  Ave.,  South  Gate,  Calif 100 

Long  Beach  Harbor  Oil  Co.,  Long  Beach,  Calif 500 

Mercury  Petroleum  Corp.,  Venice,  Calif 100 

Morton  &  Elder,  523  West  6th  St.,  Los  Angeles,  Calif 50O 

Natural  Gasoline  Co.,  2927  229th  St.,  Torrance,  Calif 500 

F.  E.  Nearin,  4112  East  Washington  Blvd.,  Los  Angeles,  Calif 100 

Operator  Oil  &  Refining  Co.,  Hynes,  Calif 250 

Edward  D.  Power,  523  West  6th  St.,  Los  Angeles,  Calif 500 

Edward  R.  Rice,  417  South  Hill  St.,  Los  Angeles,  Calif 100 

Ring  Oil  Co.,  315  West  9th  St.,  Los  Angeles,  Calif 3,  000 

Royalty  Service  Corp.,  609  South  Grand  Ave.,  Los  Angeles,  Calif 5,  000 

Service  Tank  Lines,  112  West  9th  St.,  Los  Angeles,  Calif 250 

Severns  Drilling  Co.,  (i39  South  Spring  St.,  Los  Angeles,  Calif 250 

E.  G.  Starr,  417  South  Hill  St.,  Los  Angeles,  Calif 3,  650 

Star  Petroleum  Co.,  112  West  9th  St.,  Los  Angeles,  Calif 1,  000 

Superior  Oil  Co.,  601  West  5th  St.,  Los  Angeles,  Calif 29,  50O 

Twin  Bell  Oil  Syndicate,  112  West  9th  St.,  Los  Angeles,  Calif SCO 

Universal  Consolidated  Oil  Co.,  417  South  Hill  St.,  Los  Angeles,  Calif—  11,  000 

West  American  Oil,  Long  Beach,  Calif 500 

Wilshire  Annex  Oil  Co.,  2455  East  27th  St.,  Vernon,  Calif 1,  000 

Wilshire  Oil  Co.,  2455  East  27th  St.,  Vernon,  Calif 5,  000 

Norman  Work,  417  South  Hill  St.,  Los  Angeles,  Calif 20 

Total 78,  545 

October  28,  1939. 
Hon.  Frank  C.  Jordan, 

Secretary  of  State,  Capitol  Building,  Sacramento,  Calif. 
Dear  Sik  :  In  conformity  with  the  law  requiring  a  report  to  the  secretary  of 
state  on  campaign  receipts  and  expenses  in  behalf  of  any  ballot  proposal.  Inde- 
pendent Petroleum  &  Consumers  Association  submits  herewith  its  second 
statement  in  triplicate  in  connection  with  its  campaign  in  behalf  of  the  referen- 
dum against  an  act  of  the  legislature  known  as  chapter  811,  statutes  of  1939, 
proposition  No.  5,  appearing  on  the  ballot  of  the  special  election  to  be  held  on 
November  7,  1939.  This  second  statement,  including  a  recapitulation  of  the 
first  statement  filed,  covers  the  receipts  and  expenses  for  the  period  beginning 
September  24,  1939,  and  ending  on  October  21,  1939,  both  dates  inclusive,  as 
follows : 

receipts 

Amounts    rec-eived    from    persons,    firms,    or    corporations    as    shown    on    the 
attached  exhibit  A,  $154,642.75. 

Independe^it  Petroleum  and  Consumers  Association — Contributiotis  received 
from  persons,  firms,  or  corporations 

Amount 

Bergstrom  Well,  No.  3,  170  East  California  St.,  Pasadena,  Calif $50,  00 

Beverly  Montebello  Oil  Co.,  617  South  Olive  St.,  Los  Angeles,  Calif ___  50.  00 

Bishop  Oil  Co,  315  Montgomery  St.,  San  Francisco,  Calif 50.  00 

Amelia  M.  N.  Bixby  Co.,  Long  Beach,  Calif 200.  OO 

Brookline  Oil  Co.,  650  South  Spring  St.,  Los  Angeles,  Calif 250.  00 

El  Camino  Refining  Co.,  1623  Miller  Ave.,  Los  Angeles,  Calif 250.00 

C.  Hart  Chesley  &  Son,  2290  Eucalyptus  Ave.,  Long  Beach.  Calif 10.  00 

Caminol  Co.,  Ltd..  The,  112  West  9th  St.,  Los  Angeles,  Calif 35,  400.  00 

D'Angelo  Well  No.  1,  170  East  California  St.,  Pasadena,  Calif 50  00 


PETROLEUM  INVESTIGATION  923 

Independent  Petroleum  and  Conmmiers  Association — Contributions  received 
from  persons,  firms,  or  co-rporations. — Continued 

Amomit 

Dabney  Well,  No.  1.  170  East  California  St.,  Pasadena,  Calif $50.00 

Fletcher  Oil  Co.,  530  West  6tii  St.,  Los  Angeles,  Calif 1,000.00 

Fruitvale  Well,  No.  1,  170  East  California  St.,  Pasadena,  Calif 50.  CO 

A.  Ilaiues,  36th  and  Pacific,  Long  Beach,  Calif 50.00 

Philip  Hansen,  417  South  Hill  St.,  Los  Angeles,  Calif 25.  00 

Ilartman  Ranch  Co.,  Ventura,  Calif 50.00 

Hilldon  Oil  Co.,  417  South  Hill  St.,  Los  Angeles,  Calif 1,  000.  00 

Hurlev-Kellev,   Long   Beach.   Calif 500.00 

Iroquois  Oil  Co.,  215  West  7th  St.,  Los  Angeles,  Calif 150.  00 

.Jergins  Oil  Co.,  Jergius  Building,  Long  Beach,  Calif 5,000.00 

A.  S.  Johnston  Drilling  Corporation,  2555  Temple  Ave.,  Long  Beach, 

Calif 250.00 

Krieger  Oil  Co.,  325  West  Compton  Blvd.,  Clearwater,  Calif 250.00 

Long  Beach  Harbor  Oil  Co.,  417  South  Hill  St.,  Los  Angeles,  Calif—  1,  000.  00 

Martin  Lumber  &  Materials  Co.,  Long  Beach,  Calif ICO.  00 

xMtCarth.v.  Neil  S.,  510  West  6th  St.,  Los  Angeles,  Calif 100.00 

Mosier  Well.  No  1,  170  East  California  St.,  Pasadena,  Calif 50.  00 

National  Well,  No.  1,  170  East  California  St.,  Pasadena,  Calif 50.  00 

Raleigh  Oil  Co.,  215  West  7th  St..  Los  Angeles,  Calif 50.  00 

El  Rant  ho  Oil  Co.,  326  Treat  Ave.,  San  Francisco,  Calif 500.  00 

Ring  Oil  Co.,  315  West  !)tli  St.,  Los  Angeles,  Calif 2,  503.  00 

Santa  Fe  Well,  No.  1,  170  East  California  St.,  Pasadena,  Calif 50.00 

Santa  Fe  Well,  No.  2,  170  East  California  St.,  Pasadena,  Calif 50.  00 

Santa  Fe  Well,  No.  3,,  170  East  California  St.,  Pasadena,  Calif 50.  00 

Star  Petroleum  Co.,  112  West  9th  St..  Los  Angeles,  Calif 1,  COQ.  00 

E.  G.  Starr,  417  South  Hill  St.,  Los  Angeles,  Calif 750.00 

Superior  Oil  Co.,  601  West  .5th  St.,  Los  Angeles,  Calif 78,  607.  75 

Twin  Bell  Oil  Syndicate,  112  West  9th  St.,  Los  Angeles,  Calif 500.  00 

Twining  Well  No.  2,  170  East  California,  Pasadena,  Calif 50.00 

United  Montebello  Oil  Co.,  Montebello,  Calif 50.  00 

Universal  Consolidated  Oil  Co.,  417  South  Hill  St.,  Los  Angeles,  Calif _  14,  000.  00 

Western  Oil  Well  Cementing  Co.,  3365  Cherry  Ave.,  Long  Beach 100.  00 

Whiston  &  Cox  Oil  Co.,  606  Bank  of  America  Bldg.,  Whittier,  Calif—  50.00 
Whittier  Santa  Fe  Springs  Oil  Syndicate  No.  1,  145  Greenleaf  Ave., 

Whittier,  Calif 150.  00 

Wilshire  Oil  Co.,  2455  East  27th  St.,  Vernon,  Calif 10,  000.  00 

Wood-Callahan  Oil  Co.,  3505  American  Ave.,  Long  Beach,  Calif 200.  00 

Total 154,  642.  75 

December  5,  1939. 
Hon.  Frank  C.  Jordan, 

S^ecrctari/  of  State,  Capitol  B'lnldinr/,  Sacramento,  Calif. 
Dear  Sir:  In  conformity  with  the  law  requiring  a  report  to  the  secretary  of 
state  on  campaign  receipts  an  dexpenses  in  behalf  of  any  ballot  proposal, 
Indepedent  Petroleum  and  Consumers  Association  submits  herewith  its  third 
statement  in  triplicate  in  connection  with  its  campaign  in  behalf  of  the  referen- 
dum against  an  act  of  the  legislature  known  as  chapter  811,  Statutes  of  1939, 
pi'oposition  No.  5,  which  appeared  on  the  ballot  of  the  special  election  held  on 
November  7,  1939.  This  third  statement,  including  a  recapitulation  of  the  first 
and  second  statements  filed,  covers  the  receipts  and  expenses  for  the  period 
beginning  Octobt^r  23.  1939,  and  ending  on  November  30,  19S9,  botli  dates 
inclusive,  as  follows : 

Receipts 

Contributions  rceived  from  persons,  firms,  or  corporations  as  shown 

on  the  attached  exhibit  A ^ .$129,113.95 

liOans  received  from  persons,  firms,  or  corporations  as  shown  on  the 
attached  exhibit  B 26,  000.  00 


Total    receipts 155, 113.  95 
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Exhibit  A. — Iiulrpendent  Petroleum  cwjrf  Consumers  Associotwii — Contrihuttou» 
received  from  persons,  fi/rms,  or  corporations 

Atlantic  Oil  Co.,  2545  Lewis  Ave.,  Long  Beach,  Calif $1,000.00 

Atlas  Supply  Co.,  637  Ea.st  Willow,  Long  Beach,  Calif 50.00 

Axis  Petroleum,  Canton  St.,  Ixtng  Beach,  Calif 25.  00 

Baker,  V.  P.,  Long  Beach.  Calif 25.00 

Baker.stiek]  Pipe  &  Supply  Co.,  Bakersfield,  Calif 50.  00 

Bender,  E.  A.,  Pasadena,  Calif 25.  00 

Blackwell  &  Sunde,  3135  Cherry  Ave.,  Long  Beach,  Calif 50.  00 

Bolsa  Chica  Corporation,  417  South  Hill  St.,  Los  Angeles,  Calif 250.  00 

Brooks,  S.  M.,  Cherry  Ave.,  Long  Beach,  Calif 100.00 

Calver,  Richard  J.  O.,  Los  Angeles,  Calif 10.  00 

Caminol  Co.,  Ltd.,  112  West  Ninth  St.,  Los  Angeles,  Calif 25,  000.  00 

Cheed,  J.  E.,  Los  Angeles,  Calif 5.  00 

Coast  Supply  Co.,  2941  Cherry  Ave.,  Long  Beach,  Calif 25.00 

Cox,  M.  A.,  2870  American  Ave.,  Long  Beach,  Calif 50.  00 

Cremac  Oil  Corporation,  Los  Angeles,  Calif 100.  00 

Daigh  &  Stewart  Truck  Co.,  2102  East  Spring,  Long  Beach,  Calif—  50.  00 

Davis  Investment  Co.,  2700  East  21st  St.,  Long  Beach,  Calif 1,  000.  00 

Decatur,  Virginia,  Trustees.  Los  Angeles,  Calif 50.00 

El  Camiuo  Retiniug  Co.,  1623  Miller  Ave.,  Los  Angeles,  Calif 550.  00 

El  Tejon  Oil  &  Refining  Co.,  555  Soutli  Flower  St.,  Los  Angeles. 

Calif GOO.  00 

Ford  Alexander   Gum   Perforating,    Inc.,    115    South   Milton    Ave., 

Whittier,    Calif 25.  00 

Fuller,  F.  T.,  Los  Angeles,  Calif 50.00 

Graham  Loftus  Oil  Corporation,  811  West  Seventh  St.,  Los  Angeles, 

Calif 1,  000.  00 

Hancock  Banning  Heirs,  Los  Angeles,  Calif 300.  00 

Hines,  R.  E.,  112  West  Ninth  St.,  Los  Angeles,  Calif 150.  00 

Iroquois  Oil  Co.,  215  West  Ninth  St..  Los  Angeles,  Calif 150.  00 

Jergins  Oil  Co.,  Jergins  Bldg.,  Long  Beach,  Calif 5,010.00 

Keck,  William  M.,  Jr.,  601  West  Fifth  St..  Los  Angeles,  Calif 300.  00 

Kelly  Pipe  Co.,  525  North  Mission  Road,  Los  Angeles,  Calif lOO.  00 

Kipp,  George,  8616  Chestnut  Ave.,  South  Gate,  Calif 100.00 

L.  M.  S.  Oil  Co.,  Los  Angeles,  Calif 50.00 

Lacol  Oil  Co.,  Ltd..  Los  Angeles,  Calif 75.  00 

Lebow-McNee  Oil  Co.,  Los  Angeles,  Calif 100.00 

Long  Beach  Harbor  Oil  Co.,  417  South  Hill  St.,  Los  Angeles.  Calif—  1,  000.  00 

M.  C.  A.  Drilling  Co.,  617  South  Olive  St.,  Los  Angeles,  Calif 100.  00 

McKeon,  John,  704  South  Spring  St.,  Los  Angeles,  Calif 100.  00 

McKeon  Associates.  704  South  Spring  St.,  Los  Angeles,  Calif 100.  00 

McQui.ston,  A.  F.,  Los  Angeles,  Calif 50.00 

Merritt  Annex  Oil  Co.,  325  West  Eighth  St.,  Los  Angeles.  Calif 250.00 

Midway  Fishing  Tool  Co.,  Cherry  Ave..  Long  Beach,  Calif 100.00 

Mitchell  Trustees,  Ltd.,  Long  Beach,  Calif 50.  00 

Morton,  Harold  C,  Pacific  Mutual  Bldg.,  Los  Angeles,  Calif 850.  00 

Mutual  AVell  No.  1,  Long  Beach,  Calif 50.  00 

Newman.  John,  Los  Angeles,  Calf 500.  00 

Oceanic  Oil  Co.,  730  South  Grand  Avenue,  Los  Angeles,  Calf 150.00 

Pathfinder  Petroleum  Co.',  Los  Angeles,  Calif 100.  on 

Port  Oil  Co.,  Los  Angeles,  Calif 250.00 

Kaine.y,  Garnet  C,  Los  Angeles,  Calif .500.00 

Raleigh  Oil  Co.,  215  West  Seventh  St.,  Los  Angeles,  Calif 50.00 

Ring  Oil  Co..  315  West  Ninth  St.,  Los  Angeles,  Calif 3,  .500.  00 

Rohring,  C.  M.,  Los  Angeles,  Calif .50.00 

Sillers  Paint  &  Varnish  Co.,  8316  East  Sixty-first  St.,  Los  Angeles, 

Calif 25.  OO 

Smith,  Lon  V.,  Los  Angeles,  Calif 100.  00 

Southern  California  Petroleum  Corporation,  Los  Angeles,  Calif 500.  00 

Stanton  Oil  Co.,  2780  St.  Louis  Ave.,  Long  Beach.  Calif 25.  00 

Star  Petroleum  Co..  112  West  Ninth  St.,  Los  Angeles.  Calif 500.  00 

Starr,  E.  G.,  417  South  Hill  St.,  Los  Angeles,  Calif 36,600.00 

Starr,  E.  G..  trustee,  417  South  Hill  St.,  Los  Angeles,  Calif 128.  95 

Stearns,  R.  B..  417  South  Hill  St.,  Los  Angeles,  Calif lOO.  00 

Superioi-  Oil  Co.,  601  West  Fifth  St..  Los  Angeles,  Calf 20,000.00 

Two  Macks  Electric,  Whittier.  Calif 100.00 
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Exhibit  A. — Independent  Petroleum,  and  Consumers  Association — Contributions 
received  from  person.^,  firms,  or  corporations. — Continued 

Uuiverf-al  Consolidated  Oil  Co.,  417  South  Hill  Street,  Los  Angeles, 

Calif $15,  000.  00 

Valley  Pipe  &  Supply  Co.,  Bakersfield,  Calif 10.  00 

Vulcan  Oil  Co.,  Los  Angeles,  Calif 100.  00 

Western  Oil  Fields  Supply  Co.,  Bakersfield,  Calif 100.  00 

M.  H.  Whittier  Co.,  Ltd.,  815  Edison  Bldg..  Los  Angeles,  Calif 1,060.00 

Willis,  Cornelius  G.,  Subway  Terminal  Bldg.,  Los  Angeles,  Calif 5;:0.  00 

Wilson,  W.  D.,  730  South  Grand  Ave.,  Los  Angeles,  Calif 50.  OO 

Williams,  C.  G.,  417  South  Hill  St.,  Los  Angeles,  Calif 100.00 

Wilshire  Oil  Co.,  2455  East  Twenty-seventh  St.,  Los  Angeles,  Calif—  10,  000.  00 

Wiswall.  Mrs.  C.  E.,  14.55  North  Hayward,  Los  Angeles,  Calif 100.  00 

Total 129, 113.  95 

Exhibit  B — Independent  Petroleum  and  Consumers  Association — Loans  received 
from  persons,  firms,  or  corporations 

Caminol  Co.,  Ltd.,  112  West  Ninth  St.,  Los  Angeles,  Calif $1,  OCO.  00 

Superior  Oil  Co.,  601  West  West  Fifth  St.,  Los  Angeles,  Calif 25,  OOO.  00 

Total 26,  OOO.  00 

Mr.  Lea,  I  was  the  one  who  made  the  request. 

Mr.  Morton.  Was  it  you  ?    I  didn't  remember. 

Mr.  Le.v.  You  remember  I  asked  if  the  provision  for  the  pipe-line 
transportation  was  in  the  bill,  and  I  stated  that  I  was  interested  in 
the  court's  interpretation. 

Mr.  Morton.  Yes.  We  have  statutes  purporting  to  make  pipe  lines 
common  carriers  and  tliat  is  what  I  think  this  committee  should  have, 
phis  the  decisions,  and  I  am  sure  Mr.  Wolverton  and  the  other  mem- 
bers of  the  committee  will  be  glad  to  have  it. 

Mr.  Wolverton.  Ma}-  I  ask  just  one  question?  After  reflecting  on 
the  answer  that  you  gave,  Mr.  Kluth,  to  my  inquiry  as  to  whether  you 
knew  wliether  the  viewpoint  of  the  major  companies  with  respect  to 
legislation  was  similar  to  that  which  has  been  expressed  by  the  repre- 
sentatives of  the  independent  associations  that  have  been  here,  you 
qualified  it  by  asking  me  did  I  refer  to  Federal  legislation  and  I  said, 
"ye.s,"  and  you  said  you  thought  they  would  oppose  it  the  same  as 
the  independents. 

Mr.  Klutii.  No,  I  wouldn't  state  that,  because  I  do  riot  know  the 
stand  of  the  major  organizations. 

Mr.  Wolverton.  Well,  what  I  want  to  do  is  to  go  a  step  further 
than  Federal  control,  and  it  was  evidently  represented  the  campaign 
that  was  conducted  against  the  Atkinson  bill  that  one  of  the  large 
major  companies  was  greatly  interested  in  the  adojition  of  the  Atkin- 
son bill,  and  it  raises  interest  in  my  mind  that  if  such  were  the  case, 
why,  then,  were  they  not  here  to  justify  State  legislation  as  opposed 
to  Federal  legislation? 

Mr.  Klutii.  Well,  I  could  not  answer  that. 

Mr.  W(!Lvi:inoN.  Well,  I  have  at  least  satisfied  myself  by  giving 
expression  of  my  thought  in  the  form  of  a  question  t()  von. 

Mr.  Cole.  Thank  you,  Mr.  Kluth. 

Mr.  Kluth.  Thank  you. 

Mr.  Cole.  Now,  are  there  any  other  gentlemen  in  the  room  who 
want  to  leave  a  statement  with  the  committee  for  the  record?  Are 
there  any  gentlemen  here  who  have  prepared  statements  which  they 
want  to  present  ?    Have  you  a  statement  ? 
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STATEMENT  OF  ERNEST  J.  BUTTNER 

Mr.  BuiTNEU.  I  would  like  about  3  minutes  to  si)eak  as  a  registered 
voter  and  citizen  of  the  State  of  California.  I  haven't  any  interest 
in  the  oil  business. 

Mr.  Cole.  Anyone  else  in  the  room  desiring-  to  offer  a  statement? 
Step  up.    What  is  your  name  ? 

Mr.  BuTTNER.  Ernest  J.  Buttner. 

Mr.  CcLE.  What  is  your  business? 

Mr.  Buttner.  I  am  a  writer. 

Mr.  Cole.  A  writer  on  the  subject  of  oil? 

Mr.  Buttner.  No;  just  general  subjects  and  syndicate  writing, 
canned  news. 

Mr.  Cole.  All  right. 

Mr.  Buttner.  I  was  going  to  vote  for  the  passage  of  the  Atkinson 
oil  bill  when  I  saw  that  the  Army  and  Navy  were  for  it  by  the  bill- 
boards, but  when  I  saw  that  Herbert  Hoover  was  for  it  also,  it  made 
me  think  differently. 

Mr.  Wolverton.  I  think  sometimes  Mr.  Hoover's  statements  do 
make  people  think  differently. 

Mr.  Buttner.  I  wondered  particularly  how  oil  and  water  could  mix, 
in  other  words,  and  I  made  it  my  business  to  inquire  of  Mr.  Atkinson 
at  a  public  gathering  if  it  was  a  matter  of  conservation.  He  said  it 
was  and  I  asked,  if  that  were  true,  then  why  was  it  tliat  the  discovery 
of  new  wells  or  the  impetus  of  that  discovery  always  seemed  to  keep 
above  consumption  and  we  had  little  to  worry  about  if  discovery  was 
constantly  keeping  ahead  of  consumption ;  and  another  question  that 
came  to  my  mind  and  that  of  friends  and  we  discussed  it  in  meetings 
and  I  again  made  it  my  business  to  be  informed  cm  the  snbject,  %tas 
how  was  it  that  our  registration  in  this  State,  two  to  one,  with  a  Gov- 
ernor, that  it  was  defeated,  his  party  repudiated  his  position,  it  being 
a  party  bill,  repudiated  the  Governor's  position  in  that  he  made  it  a 
})arty  bill  and  we  went  down  the  line  and  endeavored  then  to  find  out 
more  about  the  oil  business  as  voters,  people  from  our  district  and  we 
found,  if  conservation  took  place  according  to  that  bill  or,  rather, 
control,  that  it  would  control  the  independents  wlio  employed  the 
greatest  number  of  people  and  cut  out  exports  to  some  degree  or  what- 
ever degree  they  were  exporting  and  allowing  Mexican  oil,  which  was 
owned  principally  by  the  major  oil  companies,  to  be  exported  in  the 
place  of  the  small  amount  that  the  independents  were  exporting. 

Mr.  Cole.  Thank  you  very  much.  There  being  no  other  lady  or 
gentleman  in  the  room  present  who  wants  to  he  heard,  at  this  point  I 
want  to  again  acknowledge  the  presence  on  the  committee  of  the  chair- 
man of  the  Interstate  and  Foreign  Commerce  Committee  of  the  House 
of  Representatives,  through  whose  decision  this  subcommittee  is  in 
existence.  We  have  been  delighted  to  have  had  Mr.  Lea  with  us. 
From  here  we  are  to  proceed  north  through  many  of  the  other  oil  fields 
l)efore  leaving  the  State  Sunday  night,  on  an  inspection  tour,  some  of 
which  I  will  mention  in  the  record.  But  before  adjourning  the  meet- 
ing, I  recognize  Mr.  Lea.     Chairman  Lea. 

[Applause.] 
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STATEMENT  OF  HON.  CLARENCE  F.  LEA,  CHAIRMAN,  COMMITTEE 
ON  INTERSTATE  AND  FOREIGN  COMMERCE,  HOUSE  OF  REPRE- 
SENTATIVES 

Chairman  Lea.  Mr.  Cluiirinan  and  oentlenien.  we  are  abont  to  con- 
clude the  liearinj^-  of  tlie  California  section  of  this  investij^ation.  Be- 
fore doin<i-  so,  as  chaii'nian  of  the  Interstate  and  Foreign  Conniierce 
Committee  of  the  House  of  Representatives,  I  desire  to  express  appre- 
ciation of  the  many  courtesies  extended  to  the  members  of  our  com- 
mittee by  the  Governor,  representatives  of  the  petroleum  industry,  and 
by  the  many  citizens  of  I^os  An*ieles  who  have  made  our  visit  more 
interesting-  and  ])rofitable. 

Congress  functions  under  what  is  known  as  the  connnittee  system. 
That  is  a  system  of  specialization  of  work  on  legislation  before  the 
Nation's  legislative  body.  Our  membershi])  is  divided  into  various 
committees,  the  jurisdicti(m  of  which  are  defined  by  the  Rules  of  the 
House.  The  object  of  this  committee  plan  is  to  permit,  by  special 
committees  so  selected,  a  more  thorough  study  of  problems  of  legisla- 
tion than  would  be  possible  by  the  general  membership  of  the  House. 
A  unique  feature  of  the  congressional  legislative  system  is  the  con- 
tinuity of  membership  on  important  committees.  A  member  once 
assigned  to  a  committee  is  pei'mitted  to  remain  in  order  that  he  may 
give  Congress  the  benefit  of  his  experience  and  study  on  matters  com- 
ing within  the  jurisdicticm  of  that  particular  committee. 

Congress  has  assigned  to  our  committee  the  task  of  investigating 
the  problems  of  the  oil  industry.  It  is  our  duty  to  study  the  facts  and. 
place  ourselves  in  position  to  give  the  House  of  Representatives  accu- 
rate information  and  well-considered  recommendations  as  to  the  legis- 
lative duty  of  Congress  in  reference  to  the  problem. 

There  are  25  members  of  our  committee.  As  chairman.  I  appointed 
5  of  its  members  to  serve  as  a  subcommittee  to  give  a  more  intensive 
stud}^  to  this  particular  problem.  The  members  of  this  subcommittee 
are  men  experienced  in  congressional  work.  They  are  men  of  under- 
standing, convictions,  and  ])urpose.  They,  and  the  other  members  of 
our  committee,  did  not  enter  upon  this  investigation  with  any  pet 
theories  to  advance.  We  have  desired  to  have  no  opinions  that  would 
interfere  with  the  careful  and  fair  investigation  of  these  problems, 
with  a  view  of  performing  our  duty  to  the  Congress  and  the  country. 
It  should  be  understood  that  this  committee  is  not  tied  to  the  specific 
provisions  of  the  bill  before  us.  This  bill  serves  as  a  basis  for  our 
hearing,  but  in  a  more  accurate  sense  the  committee  is  dealing  with  the 
subject  as  a  problem,  rather  than  the  mere  consideration  of  a  bill.  We 
at  any  time  welcome  constructive  criticism  and  suggestions  that  may 
help  the  committee  to  reach  correct  conlusions  before  we  finally  make 
any  reommendation  to  Congress. 

The  development  of  the  j^etroleum  industr^^  is  a  marvelous  chapter 
in  the  economic  history  of  our  country.  Only  a  generation  ago  it  was 
a  small,  though  important,  enterprise.  Since  then  it  has  become  one 
of  our  greatest  industries.  AVith  it  has  folloAved  a  widespread  read- 
justment of  our  economic  life,  to  take  advantage  of  the  developments 
that  our  oil  products  made  possible.  Oil,  and  its  derivatives,  are 
among  the  most  valuable  of  our  economic  products.  Oil  is  responsible 
for  the  development  of  the  internal  comljustion  engine,  and  affords 
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motive  power  for  a  vast  transportation  on  water,  land,  and  in  the  air. 

Manifestly,  the  oil  supply,  however  great  it  may  be,  is  a  non- 
replenishable  product. 

Our  vSuj)ieme  Court  recognized  it  to  he  within  tlie  power  of  the 
State  to  protect  the  rights  of  adjoining  hmdowners,  and  the  Supreme 
Court  of  the  Ignited  States  adopted  the  language  of  our  Svipreme 
Court  in  which  it  said  that  the  State  had  a  right  to  act  "in  view  of 
the  right  of  the  public  to  prevent  the  Avaste  of  that  which  cannot  be 
replaced." 

The  rule  announced  by  the  Sujireme  Court  does  not  destroy  the 
rights  of  private  ownership,  but  properly  recognizes  in  the  Govern- 
ment the  power,  and  when  necessary,  the  duty  to  protect  the  ])ublic 
interests  against  the  needless  waste  of  one  of  om*  most  valuable  re- 
sources. 

I  believe  that  general  rule  consistent  with  private  ownership,  and 
the  necessary  and  proper  administration  of  govermnent.  This  does 
not  mean  that  we  should  regulate  an  industry  for  the  mere  purposes 
of  regulation.  Manifestly,  the  power  of  regulation  should  not  be  so 
exercised  as  to  prevent,  or  unnecessarily  interfere  with  the  industry 
in  performing  its  service  to  the  Nation.  The  responsibility  of  the 
Government  begins  when  waste  becomes  important  for  the  ])rotection 
of  the  public. 

In  the  last  30  years  our  country  has  made  radical  adjustments  and 
advancements  in  the  utilization  of  the  products  of  the  petroleum  in- 
dustry. We  have  a  large  supply  for  at  least  a  good  many  years  to 
come.  If  we  should  find  it  necessary  to  readjust  our  economic  system 
to  the  absence  of  a  substantial  supply  of  petroleum,  it  would  work  a 
great  hardship  upon  the  Nation.  Every  reasonable  precaution  should 
be  made  to  guard  against  the  premature  arrival  of  such  an  unfor- 
tunate situation. 

We  have  other  ])ossible  sources  of  substitute  fuels  that  could  relieve 
the  shock  of  this  readjustment,  but  there  is  no  known  substitute  fuel 
that  can  now  fully  take  the  place  of  oil.  Oil  shales,  and  coal,  and 
certain  vegetable  products,  can  be  converted  into  substitute  fuels, 
but  such  conversion,  so  far  as  at  present  known,  involve  many  diffi- 
culties, and  a  greater  expense  that  would  substantially  deprive  the 
country  of  the  advantages  now  given  it  by  the  oil  industry.  Every 
reasonable  precaution  is  justified  to  protect  the  country  against  the 
premature  exhaustion  of  so  great  a  resource. 

We  can  sympathize  with  the  industry  in  its  apprehension  as  to  the 
personal  equation  in  the  administration  of  any  regulatory  author  by 
government,  whether  State  or  national.  The  connnittee  itself  fully 
appreciates  that  difficulty  of  regulation.  It  is  the  difficulty  of  filling 
responsible  positions  with  men  of  experience,  disposition,  and  ability 
to  justly  and  competent h^  handle  their  important  problems.  This 
committee  is  disposed  to  use  every  precaution  within  its  power  to 
guard  against  such  administration.  Our  committee  is  rather  com- 
mitted to  the  policy  of  guarding  against  abuse  of  administration  by 
requiring  hearings  to  precede  regulations;  that  they  be  held  after 
proper  notice ;  that  a  full  record  be  made ;  that  the  record  be  complete ; 
that  the  right  of  court  review  be  granted,  and  that  the  regulations 
adopted  must  be  justified  by  substantial  evidence  within  the  record 
at  the  hearing. 
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111  conclusion,  I  wish  to  assure  you  that  in  whatever  action  our 
committee  will  take,  it  will  attempt  to  pursue  a  course  that  g-ives  due 
respect  to  the  leo;itimate  rights  of  the  industry,  having  in  mind  that 
pro]3er  relation  it  should  occupy  in  the  public  interest  of  the  country. 

[Applause.] 

Mr.  Coi.E.  Gentlemen,  before  adjourning  the  meeting,  on  behalf  of 
the  committee,  I  want  to  thank  those  who  appeared  before  us,  and 
others  with  wliom  I  ha^^e  corresponded  with  reference  to  the  hearing, 
for  the  very  full  and  interesting  fashion  in  which  you  have  pre- 
sented the  problem  to  us  as  you  find  it  in  this  State.  While  we  have 
suffered  the  penalty  of  not  being  able  to  get  out  of  the  building  very 
much  and  enjoy  the  beauty  of  this  city  and  some  of  the  hospitality 
which  has  been  otl'ered  to  us,  we  are  glad  that  the  time  we  have  been 
l)crmitted  to  stay  here  has  been  sufficient  to  meet  all  the  requests  of 
tJie  ])eople  from  the  city  and  State  to  present  their  testimony  to  this 
commitee  for  the  record. 

We  leave  tonight  or  tomorrow  morning  very  early.  We  thank 
those  who  have  been  responsible  for  the  very  splendid  arrangements 
which  have  been  made  for  us  in  every  way,  and  look  forward  with 
interest  to  a  trip  through  Buena  Vista,  San  Joaquin,  Bakersfield, 
Kettleman,  and  into  the  new  fields  farther  north;  Coalinga;  and 
finally  into  San  Francisco.  The  hearings  will  be  resumed  in  Wash- 
ington on  Monday,  February  5,  at  which  time  the  producing  States 
will  be  heard,  the  first  State  being  Kansas,  with  the  Governor  of 
that  State,  Governor  Ratner,  appearing  in  person. 

I  announce  before  adjournment  with  a  great  deal  of  sadness  that 
a  message  has  just  been  delivered  to  me  that  hope  for  the  recovery  of 
Senator  Borah  has  been  given  up  and  I  have  little  doubt  that  the  news 
to  follow  ]iossibly  tomorrow  morning  or  a  little  later,  will  not  be  as 
we  had  hoped. 

We  adjourn  until  February  5  with  the  hope  and  the  prayer  at 
(his  time  that  our  colleague,  the  Honorable  William  Vj.  Borah,  Sen- 
ator from  Idaho,  may  recover. 

(Thereupon  the  hearing  was  adjourned.) 
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